UNITED STATES OF AMERICA
FEDERAL ENERGY REGULATORY COMMISSON

Before Commissonas Pat Wood, 111, Charman;
William L. Massey, Linda Bresathitt,

and NoraMeed Browndll.
International Trangmisson Company Docket Nos. ER01-3000-000
ER01-3000-001
RTO01-101-000
RT01-101-001
DTE Energy Company EC01-146-000
ECO01-146-001

ORDER ACCEPTING AGREEMENTS FOR HLING AND APPROVING TRANSHER OF
CONTROL OVER JRISDICTIONAL FACILITIES SUBJECT TO SUBSEQUENT FILINGS

(Issued December 20, 2001)

In this order, we will acoept for filing, pursuant to section 205 of the Federd Power Act (FPA),
ubject to the submitta of subsequent filings as discussad herein, an agreament between the Midwest
Independent Tranamisson Sysem Operaor, Inc (Midwes 1S0) and Internationa Transmisson
Company (Internationd Transmission),* and find that Intemational Transmission's proposdl is condstent
with Order No. 20002 In addiition, we will approvethe transfer of operationd control of International
Trangmisson'sfadlitiesto Midwest 1SO under FPA section 203. Thisorder isin the public interest
because Internaiond Trangmisson's participation in Midwest 1SO contributes to the public interest

LAppendix | Agreament by and Between International Tranamission Compeany and the
Midwest Indegpendent Transmission Sysem Operator, Inc. (ITC-MISO Agreemen).

?Regiond Transmission Organizations, Order No. 2000, 65 Fed. Reg. 809
(January 6, 2000), FERC Stats. & Regs. 131,089 (1999) (Order No. 2000), order on reh'g, Order
No. 2000-A, 65 Fed. Reg. 12,088 (March 8, 2000), FERC Stats. & Regs.
131,092 (2000) (Order No. 2000-A), gf'd sub nom. Public Utility Didrict No. 1 of Shohomish
County, Washington v. FERC, Nos. 00-1174, ¢ d. (D.C. Cir., Dec. 11, 2001).
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benefits thet will result from an operationd Midwest ISO asaregiond tranamisson organization
(RTO)® and furthers the godls of Order No. 2000.

|ntroduction

Today, the Commisson is acting on five interdaed orders intended to move the process
forward in establishing an optimdly-9zed RTO in the Midwest and to support the establishment of
vidble for-profit tranamission companies that operate under an RTO umbrdlaand may, depending on
thair levd of indgpendence from market particpants, perform certain of the RTO functions contained in
the Commission's Order No. 2000. In teking today's actions, we have made findings asto the RTO
gructure that we condude best srves the public interest in the Midwest. Our decigonsin thesefive
orders recognize the redlities and needs of the Midwestern wholesdle dectricity market and tekeinto
acoount the views of the Midwestern State commissons. However, our actions should not be
condruedto prgudge other types of RTOs in other parts of the country, induding astructure in which
afor-profit trangmisson company could be an umbrdla RTO.

For two years now, Snce the issuance of Order No. 2000, dectric indudry participantsin the
Midwes, State commissons, and this Commisson have sruggled with an aray of different proposds
and issues and how best to achieve a seamless wholesdle power market in the Midwest. While both
Midwest |SO and Alliance Companies have spent condderable money and resources in developing
and atempting to reconcle tharr competing proposals, the Commisson isat a point where we must
meke some difficult decisions with repect to the competing proposds. Based on the record before us,
and taking into account the views of the mgority of the Midwestern State commissons, we conclude
thet Midwest 1SO's proposal mogt fully complies with the vison and requirements of Order No. 2000,
in particular the requirement that an RTO be of sufficent scope, and thet the Midwest 1O therefore
should sarve as the foundation upon which aMidwest RTO should be built. Inthisregard, we are
confident thet the Alliance Companies desre to be a viable tranamisson busness can be
accommodated under the Midwest ISO umbrdla

In today's five orders, we take the following spedific Seps
(1) approve the Midwest ISO asan RTO (Docket No. RT01-87-000, et d.);
(2) approve Internationd Trangmisson Company's (Internationd Trangmisson) request to trandfer

operationd contral of itstranamisson fadilitiesto Midwest 1SO; and accept an agreement between
Internationd Trangmission and Midwest 1S0 that would dlow Internationd Transmissonto bean

3Public interest benfitsindude the dimination of transmission rate pancaking and increased
trangmisson sysem rdiability.
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independent tranamisson company that would share cartain RTO functions with Midwes 1SO
(Docket No. ER01-3000-000, et d.);

(3) preiminarily gpprove the digpostion of Internationd Trangmisson's tranamisson fadilitiesto an
uneffiliated entity with no ownership interest in amarket partidpant, thus fadlitating a gand-done
transmisson company under the Midwest 1SO umbrella (Docket No. EC01-137-000);

(4) condude that Alliance Companies, which filed for goprovd asa sgparate RTO, lacks sufficient
soopeto exis asasand-done RTO; but direct Alliance Companies to explore how ther busness plan
(induding the proposd for Nationd Grid to become the managing member of Alliance) can be
accommodated within the Midwest 1SO (Docket No. RT01-88-000, et d.); and

(5) grant in part and defer in part Nationd Grid's request for adedaratory order that it is not amarket
participant and dismiss Alliance Companies business plan (Docket No. EL01-80-001, et d.).

We now turn to the pedific actions taken in the abbove captioned dockets

Background

Internationd Trangmission has propased an independent transmisson company (ITC) coupled
with overgght by the Midwest ISO. Under the proposd, cartain RTO functions will be performed by
Internationd Trangmission under the supervison of or in coordingtion with the Midwest |SO, while
other functions will be performed by the Midwest 1SO. We wecome Internationa Trangmisson's
proposa as a creetive and innovative gpproach to severd important issues involved in the formation of
such regiond entities While certain agpects of Internationd Transmisson's petition require further
deve opment, we bdieve that its proposd may dlow gregter flexibility in the formation of RTOswhile
dill satifying Order No. 2000's god of increased regiondization of the grid.

Destription of Internationd Trangmisson

Internationa Transmisson, aMichigan corporation and whally-owned subgdiary of DTE
Energy Company (DTE Energy), isengaged in the tranamisson of dectric energy in interdate
commerce and provides tranamisson savice in the State of Michigan, pursuant to its open access
trangmission tariff (OATT)* Internationd Transmisson'sfadilities are directly interconnected with those
of Michigan Electric Tranamisson Company (METC), awhally-owned subgdiary of CMS Energy

“The Commission accepted Internetiondl Transmission's OATT for filing in aletter order issued
July 6, 2000 in Docket No. ER00-2622-000.
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Corporation (CMS),> and thase of American Trangmission Systems, Inc., awholly-owned subsidiary
of HraEnergy Corporation. Internaiond Transmisson and METC jointly operate their interconnected
tranamisson sysems, which comprise subgantidly dl of the Michigen tranamisson grid, assasngle
control area® METC and Interndtiond Transmission aso jointly provide transmission service under
their Joint OATT.’

Internationd Tranamisson's Proposed Trander and Corporate Structure

International Trangmisson announces that, concurrent with its Augugt 31 filing, it isexerdsng its
right to terminete its membership as a participating transmission owner in the proposed Alliance RTO2
and proposes to become amember of Midwest |SO's proposed RTO pursuant to the terms of the
ITC-MISO Agresment, in order to fadilitate its compliance with Order No. 2000 requirements® The

SMETC owns and operates the transmission fadilities formerly owned by Consumers Energy
Company (Consumers), ancther whally-owned subsidiary of CMS. On November 13, 2001, in
Docket Nos. EC02-23-000 and ER02-320-000, Consumers  and METC, and Trans-Elect, Inc., and
Michigen Transco Holdings, Limited Partnership (Michigen Transco Holdings LP) filed for authorization
of adigpodtion of juristictiond fadlitiesin which (1) Consumerswill merge METC with and into
Michigen Transoo LLC, and (2) Consumerswill sl and trandfer and Michigan Transoco Holdings LP
will purchase and acognt dl of Consumers membership interestsin Michigan Transco LLC.

®Internationd Transmission and METC are parties to the Michigan Electric Coordingtion
System Trangmission Interconnection and Control Area Operating Agreement (MECS Agreament).
The MECS Agreament was accepted for filing by the Commission in aletter order issued on March
22, 2001 in Docket No. ER01-1221-000.

"See Consumers Energy Company and Internationd Transmission Compeany, 92 FERC
161,192 (2000).

8August 31 Tranamittd a 13-14 (diing Artide IX of the Alliance Agreement Esteblishing the
Alliance Independent Sysem Operator, LLC (Alliance Agreement), and its Notice of Withdrawd |etter
dated Augud 31, 2001 to the participating transmisson ownersin the proposad Alliance RTO.
(Attachment 2)).

%The Midwest SO Agreement definesa"Member as"'[d person or business entity whichiis (i)
an Hligible Cugtomer, as defined under the [Midwest 1ISO OATT], or (ii) an Owner, as defined heran,
which pays to the Midwest I SO, the nonrefundable membership fees as reguired herein. Such person
or entity shal be aMember during the period covered by the gpplicable membership fess unless earlier
terminated pursuant to thisAgreement.” Midwest 1SO Agreement, Art.l, 8 1LF.
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ITC-MISO Agreament is modeled after Appendix | of the Midwest 1SO Agreement,© which
esteblished aframework for the membership and participation of ITCsto operate as dand-done
businesseswithin Midwest 1SO.* Internationd Transmission proposes to function as awireco™ that
would own, maintain and develop transmission, while ceding operaiond contral of the Internationa
Trangmisson sysem over such functions as congestion management and curtalments, tariff
adminigration, and security coordination to Midwest ISO. According to Internationd Trangmisson
and Midwest SO, the ITC-MISO Agreement would place Midwest ISO in essantidly the same
relaionship to Internationd Trangmission's fadlities regarding functiond contral asit gandsto the
tranamisson fadlities of itstranamisson-owning members, as st forth in the Midwest 1SO Agreementt.

Internationd Trangmisson saeks a Commisson determination thet its proposed Appendix |
arangement complies with Order No. 2000's requirementsto participatein an RTO. Internationd
Transmisson dso requests that the Commission find thet it has joined a Commisson-gpproved RTO by
December 15, 2001, and thus has met one of the Commisson's conditions for charging "innovative
rates"® In addition, Applicants seek to transfer operationd contral of Internationd Transmission's
fadlitiesto Midwest 1SO under the ITC-MISO Agreement. Internationd Trangmission seekswaiver of
the Commisson's regulaionsto permit the ITC-MISO Agreement to become effective as of the
"Control Date" j.e, the date that Midwest 1SO begins operations.**

19The Commission has accepted the Midwest 1SO Agreement for filing. See Midwest
Independent Transmisson System Operator, Inc., 84 FERC 161,231 at 62,181 (1998) (MISO
Order), order on reconsderation, 85 FERC ] 61,250 (1998), order on compliance, 87 FERC
161,085 (1999).

1 Commonwed th Edison Co., 90 FERC 161,192 at 61,620 (2000) (ComEd).

12 wireoo isa"for-profit transmission fadilities management company thet recaives operating
ingructions from independent system operators” MISO Order, 84 FERC at 62,146, n. 58.

13 See Internationd Transmission Co., 92 FERC 1] 61,276 (2000) (September 28 Order),
rehig pending. The Commission conditiondly authorized Internetiond Transmisson to charge
innovaive tranamisson rates when it became a gand-done tranamisson busness with no corporate
filiation whatsoever, whether through active or passive ownership interests with any "market
paticipant,” asthat term isdefined a 18 C.F.R. 8 35.34(b)(2). International Transmisson hassince
committed to not charge innovative rates until (1) Midwest 130 is determined to be an Order No.
2000-compliant RTO and (2) Internationa Transmisson has been divested to an unaffiliated third
party. See September 10, 2001 filing in Docket Nos. ER00-3295-002 and EC01-137-000.

14August 31 Trangmittdl at 49.
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Internationa Transmisson datesthat it isthe only public utility transmisson owner that has

pledged to become truly independent of market participants (i.e., with no active or passve ownership
ties). Internationd Tranamisson referencesitsjoint filing with DTE Energy in Docket No. ECO1-137-
000 under FPA Section 203 to divest Internationd Transmission to an as yet-unidentified third party.®

Supplementd Agreement

On November 15, 2001, in response to intervenors concerns that the ITC-MI1SO Agreement
should not become efective until Internationd Transmisson becomes independarnt, Internationd
Transmisson filed a Supplementa Agreement® in this proceeding to amend the ITC-MISO
Agreamat. Internationd Trangmisson datestha "the intent of the Supplemental Agreemeant isto
endure that Internationa Trangmission recaives none of the benefits which would accrue under
Appendix | unlessand until such time as Internationd Trangmisson is divested to an entity which isnot
dfiliated with market partidpants”  Internationd Trangmisson adds thet the Supplementd Agreement
a0 addresses Midwest 1 SO TOS concerns regarding its proposed Appendix | Arrangement.t’
Internationd Trangmission requests thet the Commission accept the ITC-MISO Agreament for filing, as
supplemented by the Supplemental Agreement.  Internationd Trangmission o requedtsthat the
Commisson make cartain ather findings, as spedified inits Augugt 31 filing.

5The Commission will beissing an order in Docket No. EC01-137-000 contemporaneoudy
with itsissuance of an order in this procesding.

16The Supplementa Agreament was entered into by Midwest 10, Internationd Transmission
and the Midwest 1 SO transmisson owners (Midwest ISO TOs).

Midwest 1SO TOs express concern regarding Internationd Transmission's contractudl
relaionship with Midwest ISO; in particular, they date thet International Trangmission "had not
executed nor committed to execute the [Midwest 1SO] Agreement.” See Midwest ISO TOs
Intervention at 2 in Docket No. ER01-3000-000, &t d.
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In addition to amendiing spedific provisions of the ITC-MISO Agreament,*® section 4 of the
Supplementa Agreement proposesthat Sections4.2.2, 5,7, 8.2, 9, 11.3 and 11.4 (Specid
Provisons)*® of the ITC-MISO Agresment not take effect until the Commission gpproves an effective
date for the Specid Provisons. Internationd Trangmission requests thet the Commission gpprove the
Soedid Provisons, but darify that the Spedd Provisonswill become effective only upon the divestiture
of Internationd Transmisson to an entity not effiliated with market participants. Internetiond
Transmisson further requests walver of the 60-day prior notice requirement to permit the Supplementa
Agreement to become effective as of the Control Date.

Mationsto Intervene, Natices of Intervention, and Protests

Noatice of Internationd Transmisson'sand DTE Energy's August 31, 2001 filings was published
in the Federd Regigter, 66 Fed. Reg 48,249 (2001) with protests and interventions due on or before
September 21, 2001. Moationsto intervene, comments and protests werefiled by the partiesliged in
the attached appendix. On October 9, 2001 and December 7, 2001, Applicants filed answversto the
moationsfiled in this procesding, which address issues raised by the intervenors

Naticeof Internaiond Tranamisson's November 15, 2001 filing was published in the Federd
Regider, 66 Fed. Reg 59,240 (2001) with protests and interventions due on or before November 30,
2001. Patieswho filed motionsto intervene or protests are incdluded in the attached gopendix. On

18The Supplemental Agreament addresses such issues as revenue distributions, dispute
resolution, cogt respongibility and governance rights of Internationd Transmission as an Appendix |
Member, and cartain authorities of the Owners. See Supplemental Agreement, 885, 7, 8,9, 10 and
11. The Supplementd Agreement would become effective upon the dete that it is goproved by the
Commisson or the date that the ITC-MI1SO Agreement becomes effective, what ever dateislaer, and
would remain in effect during the entire term of the ITC-MISO Agreement, and would termingte upon
any expirdion or terminaion of the ITC-MISO Agreement. Sections 6, 7, 10 and 11 would survive
any expiration or termination of the Supplementad Agresment. Supplementd Agreement, 88 2.1, 2.2,
2.3.

19The Spedid Provisonswould assign certan rights to Internationa Transmission: Section
4.2.2 (certain sysem security authority granted to Internationa Trangmission); Section 5 (billing sarvice
for the Internationd Tranamisson OATT); Sections 7.1 and 7.2 (Internationa Transmission's authority
to establish tranamisson fadility ratings and operating procedures, and to set maintenance and outage
schedules); Section 8.2 (future deve opment of a coordinated planning process between Internationd
Transmisson and the Midwest 1S0, subject to Commission gpprovd); and Section 9 (Internationd
Trangmisson's authority to provide generator interconnection sarvice, subject to Commission
goprova); Section 11.3 and its subsections (Internationd Transmisson's authority to establish the
Internationa Tranamisson OATT adminigtered by the Midwest 1SO) and Section 11.4 (Internationd
Trangmisson's authority to sat zond rates). See November 15, 2001 Tranamittd & 4.
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November 27, 2001, Internationd Trangmisson subsequently filed additiond executed Sgnature pages
of the remaining Midwest ISO TOsto the Supplementd Agreement. Natice of the November 27, 2001
filing was published in the Federd Regigter, 66 Fed. Reg 64,029 (2001) with comments due on or
before December 18, 2001.

Discusson

l. Procedurd Matters

Pursuant to Rule 214 of the Commisson's Rules of Practice and Procedure, 18 C.F.R.
8§ 385.214 (2001), the timdy, unopposed mationsto intervene and the natices of intervention by the
Sate Commissions meke the entities who filed them parties to this procesding?° Given the early sate
of the proceadings, the interests of the entities, and the absence of undue dday or prgudice, we find
good causeto grant the untimely, unopposad mations to intervene of the entities who filed them.

Rule 213 of our Rules of Practice and Procedure prohibits an answer to protests, unless
otherwise ordered by the decisond authority. We will accept Applicants answversto the extent thet
they ads usin our decisonmaking process

. Section 203 Requedt to Trander Functiond Control

Applicants request Commission authorization pursuant to FPA section 203 to trandfer functiond
control of Internationd Trangmission'sjurisdictiond transmission fadilitiesto Midwest 1ISO? They dso
request waver of Part 33 of the Commission's regulaions asingpplicable to this proposd. Applicants
date that the Commission does nat gpply the same ariteriaasit gopliesin merger procesdings in
deciding whether a proposad transaction is " condstent with the public interest” when the digposition of
fadlitiesinvolvesatransfer to aregiond transmission entity.? They contend that where the

2partiesto this proceeding are listed in the attached appendix.

LA pplicantsincorporate by reference the list of Detroit Edison's (Internationa Transmission's
predecessor-in-interest) jurisdictiond fadilities over which functiond control wasto be trandferred to the
proposed Alliance RTO (on filein Docket No. EC99-80) and the ligt of Detroit Edison'sfadilitiesin the
proposed trandfer to Internationa Transmisson (on filein Docket No. EC00-86). Applicants note thet
in Alliance Cos, 89 FERC 161,298 (1999) (Alliancel), the Commisson conditiondly approved
Detroit Edison’s request to transfer ownership and/or operationa control of its tranamission fadilities to
the Alliance RTO.

22August 31 Tranamittd & 48 (aiting Alliance Compeanies et d., 96 FERC 61,052 (2001)
(Alliance V).
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Commisson has addressed atransaction invalving the trandfer of jurisdictiond fadlitiestoan RTO or
1S, the Commission has focused on the Order No. 2000 requirements or the deven 1S0 principles®

A. Sandard of Review

Section 203(a) of the FPA provides that the Commisson must gpprove adigposition of
juridictiond fadilitiesif it finds thet the digposition "will be consistent with the public intere.'?* The
Commisson's Merger Policy Statement and Order No. 642 provide that the Commission will generdly
take acoount of three factors in andyzing whether a proposed dispostion is condsent with the public
interest: (1) the effect on competition; (2) the effect on rates; and (3) the effect on regulation.?
Contrary to Applicants assertion, these criteriado gpply in determining whether the disposition of
juridictiond fadilitiesinvalving atrandfer to aregiond tranamisson erttity is condstent with the public
interes We a0 disagree with Applicants assartion that Part 33 of the Commisson's regulations does
not apply here, since this transaction requires Commission authorization under FPA section 2032
While the Commission isflexible when evauating section 203 gpplications to determine whether a
transaction taken aswholeis condstent with the public interest,?” it must be eble to obtain the
informetion necessary to determine that an application is consistent with the public interest?® Although
Applicants have not induded the support thet is required to accompany arequest for waiver of gpedific
sections of thefiling requirements?® the Commission findsthet thereis suffident informetion esewhere
in thefiling to evauete the gpplication.

23| nternationdl Transmission cites to New England Power Pool, 79 FERC ¥ 61,374 (1997)
(NEPOOQOL) and Alliance V.

2416 U.S.C. § 824b (1994).

25 See Inauiry Concerning the Commission's Merger Policy Under the Federd Power Act:
Policy Statement, Order No. 592, 61 Fed. Reg. 68,595 (1996), FERC Stats. & Regs. 131,044
(1996), order on recongderation, Order No. 592-A, 62 Fed. Reg. 33,341 (1997), 79 FERC
161,321 (1997); see ds0 Revised Fling Requirements Under Part 33 of the Commisson's
Regulations, Order No. 642, 65 Fed. Reg. 70,983 (2000), FERC Stats. & Regs. 131,111 (2000),
order on reh'g, Order No. 642-A, 94 FERC 161,289 (2001).

26Revised Filing Reguirements Under Part 33 of the Commission's Regulations, 63 Fed Reg.
20,340 (1998), FERC Stats. & Regs., Proposed Reg. Preamble 1988-1998 11 32,528 at 33,364
(1998); Order No. 642 a 31,876,

27Order No. 642 a 31,8709.
29,

295ee Order No. 642 a 31,877.
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As discussed beow, we andlyze the proposad transaction based on the informeation submitted
in this proceading to comply with Order No. 2000 requirements > and find that the proposed transfer
of functiond contrd of Internationd Transmisson'sjurisdictiond fadilitiesto Midwest 1SO is conggtent
with the public interest. We find no evidence that the proposed transaction would have an adverse
effect on competition, rates or regulation.

Wefind that the proposed transaction will not adversdy affect competition. Applicants did not
file a competitive Screen andyd's under sections 33.3 and 334 of the Commisson's regulaions
However, the proposed transaction does nat involve a change in ownership or control of generaion
fadilities™! rather, it contemplates atransfer of operationdl control over jurisdictiondl transmission
fadlitiesfrom Internationa Trangmisson to Midwest ISO. Therefore, the propased transaction will not
change the concentration of generation assetsin any rdevant market. Moreover, under Order No.
642, the Commisson does not require a competitive screen andyds for a"transaction only involv]ing]
the digpogtion of tranamisson fadlities' or "specific RTO filing thet directly respondsto Order No.
2000" because of its Srong beief thet participation in RTOs s pro-competitive and its experience thet
anticomptitive effects are unlikely to arise from such transactions I addition to soldy involving the
dispadtion of juristictiond tranamisson fadlities the indant transaction is directly tied to an RTO filing,
snce Internationa Transmisson proposesto join Midwest |SO and paticipate in the RTO dructure.
Further, no party has raised competitive concerns. Therefore, pursuant to Order No. 642, we find thet
the digoogtion is pro-competitive, and Internationa Trangmission does not ned to file a competitive
screen andyss.

With regard to the effect on rates, the gpplication does nat indicate thet rates to Applicants
customerswould increese as aresult of the proposed transaction. No intervenor has spedificaly
dleged that the tranamission ratesto which it is subject under a given taiff will incresse as areault of the

30The Commission has noted that the standards st forth in Order No. 2000 require extensive
information from RTO gpplicants that will demongrate whether the proposd isin the public interest.
Order No. 642 at 31,902. Eg., AllianceV . The gpplicationsin the cases dited by Applicants
provided sufficient information for the Commission to determine thet the proposed transections were
conggent with public interest under FPA section 203,

3l\We note that in Docket No. ECO1-137-000, DTE Energy and Internationa Transmission
have submitted a section 203 gpplication for the divediture of Internationd Trangmisson and
digpogtion of itstrangmisson fadlities to an as yet-unidentified buyer. We areissuing an order in
Docket No. EC01-137-000 contemporaneoudy with our issuance of this order.

%20rder No. 642, FERC Stats. & Regs 131,111 a 31,902-03. In addition, the Commission
recognized the role of RTOsin mitigating market power, diminaing rate pancaking and better managing
grid congedtion. Id. at 31,898 & n. 72. E.g, Minnesota Power, Inc., and Superior, Weter, Light and
Power Co., 96 FERC 61,153 a 61,661 (2001).
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trander of contral of Internationd Transmisson'sfadlitiesto the Midwes 1SO. However, SE Michigan
Sysemsis concerned thet the proposed trandfer of contral, if it resultsin the bifurcation of the current
MECS control areainto two separate control areas, could give rise to pancaking of lossesfor ddiveries
from sources connected to METC fadilities to a 9nk connected to Internationd Trangmisson'sfadilities
Also, the Competitive Codlition assarts that because the super-regiond rate under IRCA gpplies soldly
to transactions that are sourced and sunk within the Midwest 1SO-Alliance super-region, the proposed
trander of control would result in panceked rates for generatorsin Ontario sdling power to loadsin
Ohio.

Although the Commisson recognizes thet rates as wel as compensation for losses may differ
acoording to the RTO which encompasses a given utility's fadlities, the Commisson mugt balance
competing condderations in gpproving the boundaries and scope of RTOs. While some trangmission
cusomers may incur ahigher rate for sarvicein ther loca areaand thelr transactions may be assgned
larger losses, the formetion of RTOs would result in asignificant reduction, if not diminaion, of rete
pancaking for these same cusomers for transactions covering gregter disances or traverang multiple
transmission providers sysems>® Their competitive options have dso increased in comparison to the
drcumgtances before RTO formetion. In addition, we note thet for transmisson customers currently
usng the tranamisson sysems of the Midwest 1SO members and the Alliance Companies, the retes,
terms and conditions of service may be further adjugted if the proposed Alliance RTO and the Midwest
|SO are merged into asingle RTO.3*

We dso find no evidence that the propasad transaction would adversdly affect federd or Sate
regulaion. Tranderring operaiond control over Internationd Trangmisson'sjurisdictiond fadilitiesto
Midwest 1SO will not change the Commisson's regulatory authority over Internationd Trangmisson
and itstrangmisson fadilities, nor will it cregte aregulaory ggp. With regard to possble adverse effects
on date regulation, no party has raised concernson thisissue. In particular, no sate hasindicated thet
it lacks jurisdiction to consder the transaction's effect on retall rates, nor has any Sate asked usto do
0.

For these reasons, we find thet the proposed transaction will not adversdly affect competition,
rates or regulaion, and therefore, is conastent with the public interest under FPA section 203,
Accordingly, we gpprove the proposed transaction.

330rder No. 2000 at 31,024-25.

3Evenif rateswill increase for some customers; the transaction can il be consistent with the
public interegt if there are countervailing benefits from the transaction. Order No. 592 & 30,114. The
Commisson determines whether atransaction taken as awhaole is condsent with the public interest by
baancing thethree criteria. Order No. 642-A a 62,035 (citing Northeest Utilities Service Co., 993
F.2d 937 (1st Cir. 1993); see ds0 Order No. 642 at 31,902.
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Applicantsincorporate by reference from filingsin Docket Nos EC99-80 and EC00-86, alist
of Internationd Transmisson's jurisdictiond fadlities over which functiond contral isto be passed to the
Midwest 1SO. Theefadlitiesindude phydcd tranamisson fadlities and dl taiffs, sarvice agreements
contracts and books and records necessary for Internationd Transmisson to provide trangmisson
sarvice under theterms of itsOATT and Joint OATT. Pursuant to 18 C.F.R. 8§ 33.2, Applicants are
directed to provide the Commission with an updated find ligt of dl of the jurisdictiond fadilities, together
with information about thelr customers, and the contracts, tariffs, and service agreements being
trandferred within 30 days of the date of this order, to permit cusomers and the Commisson to ensure
thereisno haamto rates

Intervenors
MPPA Protest

MPPA requests that the Commisson withhold gpprova of the proposed dispostion until
Internationa Trangmisson obtains MPPA's consent pursuant to the Belle River Agreement between the
two regarding certain jointly-owned tranamission lines® MPPA contends that Internationdl
Trangmisson breeches the Bele River Agreement by attempting to trandfer operationd contral of the
trangmisson linesin which MPPA has an ownership interest without first obtaining MPPA's consent.
MPPA further datesthat Internationd Transmisson must confer with MPPA before the Commisson
makes a determination on the proposed trander.

Internationd Trangmission ansversthat MPPA'srights under the Bdlle River Agreement are
unaffected by Internationd Transmisson joining Midwest 1S0, and thet it seeks only to trandfer
operaiona control, not ownership, over these tranamission linesto Midwest ISO. Internaiond
Trangmisson regpondsthat it has nat violated the Bdlle River Agreement's "no adverse digtinction'
provison becauseit tregts dl of itstranamisson fadlitiesidenticaly. It further datesthat Midwest 1SO's
complete operationd control over the Internationd System under the ITC-MISO Agreament isthe
same as would have been exercised by the proposed Alliance RTO had Internationa Transmisson
remained amember of the Alliance RTO. Internationd Transmisson offersto schedule amedting to

3The Bdle River Transmission Ownership and Operating Agreament between the Detroit
Edison Company and the Michigan Public Power Agency (Bdle River Agreement) was assgned to
Internationd Transmisson as aresult of the digpodtion of Detroit Edison's tranamisson fadilitiesto
Internationa Transmisson.

3MPPA damsthat Applicants proposed transfer violates the Belle River Agreement's
prohibition on assgning the Agreament without a party's written consent and its prohibition on adverse
didinction and undue discrimination in the digposa of the jointly-owned lines. MPPA Protest & 5,6
(cting Bdle River Agreement, § 8 13.1, and 9.1). MPPA did not atach the rdlevant provisons of the
Bdle River Agreement, as dated inits protest.
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brief MPPA representatives on the Sgnificant benefits afforded to wholesale customers operating within
Midwest SO, and to darify thet such RTO membership does not create any undue adverse didinction
or disrimination againg MPPA.

Our determination thet the gpplication is condstent with the public interest does not affect any
other necessary goprovas, such as obtaining goprova by any state commission or necessary consant
by any party to acontract.3” We direct Applicantsto meet with MPPA representatives regarding any
relevant concans under the Bedle River Agreament.

[I. Prdiminary Maters Under Section 205

A. Internationd Trangmisson's Withdrawd

The Commission has conditiondly approved the formation of Midwest 1SO, and conditiondly
acogpted for filing the Midwest 130 Tariff and the Midwest 1SO Agreement, for which the Commisson
has required further modifications® The Commission has also addressed, in aseries of orders™ the
Alliances proposd for a regiond trangmisson organization thet complieswith Order No. 2000
(Alliance RTO). On January 24, 2001, the Commission found that Alliance Companies proposd to
cregte afor prafit trangmisson company or transco bascaly met the four characteristics and mogt of
the functions discussed in Order No. 2000 but directed further modifications®

According to Internationd Trangmission, the proposed Alliance RTO's indlitutiond framework
Is not well-suited to accommodating more than one gand-done trangmisson entity. Internationd
Trangmisson assartsthat, given the pending requirement for Alliance Companiesto gopoint an
independent board, it is gppropriate for Internationd Transmisson to withdraw its membership from the

37Otter Tail Power Company, 97 FERC 161,226 at 62,033 (2001).

38| the MISO Order, and subsequent orders, the Commission directed the Midwest 1SO
Participants to make various changes to the Midwest 1SO Taiff and the Midwest 1SO Agreement.
E.g., Midwest Independent Tranamission Sysem Operator, Inc. e d.,87 FERC 61,085 (1999);
Midwest 1SO, 89 FERC 163,008 (1999), opinion and order dfirming in part initid decison, Opinion
No. 453, 97 FERC 1 61,033 (2001).

39See Alliance Compeanies et d., 89 FERC 161,298 (1999) (Alliance| ); 91 FERC 1 61,152
(2000) (Alliancell ).

405ee Alliance Comparies e d., 94 FERC 161,070 (2001) (Alliance 111), order denying
rehearing and providing darification 95 FERC 61,182 (2001) (Alliance |V); see dso Alliance V.
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proposad Alliance RTO and trandfer operaiond control of the Internationd Sysem to Midwest ISO
because severd issues are il unresolved.

Intervenors

Intervenors are divided regarding Internationd Tranamisson'swithdrawa from the proposed
Alliance RTO and intent to join Midwest |SO's proposed RTO. Trans-Elect supports Internationd
Trangmission's request and argues that Nationd Grid's plans to acquire and own tranamission fadilities
in the Alliance region preclude Nationd Grid from aso sarving as operator of the Alliance RTO.
Midwest 1SO supports Internationd Transmisson's withdrawd from Alliance and joining Midwest ISO
as conggent with Order No. 2000. ABATE and Enron oppose Internationd Transmisson's
goplications and advocate merging the Midwest ISO and the proposed Alliance RTO into asingle
RTO. ABATE dtesrdiahility concansif two separate RTOs exig, and requests that the Commission
hold Internationd Transmisson's gpplication in abeyance o that Midwest |ISO and Alliance canform a
angleRTO.

Severd intervenors dso assart that it would be premature for the Commisson to act on
Internationd Trangmisson's request to join Midwest 1SO. Thear concernsindude dlowing Internetiond
Trangmisson to receive Appendix | rights before International Trangmissonisdivesed to an
independent entity unaffiliated with market participants; finding that Internationd Transmission has met
the condition for charging innovative rates when Midwest 1SO has nat yet qudified asan RTO; and the
rliability of the transmission grid if the existing MECS conttrol arealis separated.*?  Enron sates thet it
is premature for the Commisson to rule on Internationd Transmisson's request to join the Midwest
I SO because the Commission has taken no action on its pleedings filed in the proposed Alliance RTO
and Midwest 130 compliance filings of August 31, 2001* requesting the Commission to immediiatdy
order asngle RTO in the Midwest, which Enron assarts could moat Internationd Transmisson's
goplication. Enron asks, a minimum, thet the Commission deny Interngtiond Trangmisson's proposa
toreanitsown OATT.

“LAugust 31 Trangmittd a 14. Internationa Tranamission sates that theseissuesindude
Commisson gpprovd of Nationd Grid USA (Nationd Grid) as the Managing Member of the proposed
Alliance RTO, the devdlopment of regiond and super-regiond trangmisson rates in compliance with the
May 8 Order and the mitigation and rationdization of 1oop flows over impacted sysemswithin the
proposad Alliance RTO, such asthe Internationd System; see dso, note 8 and accompanying text.

42E ., CTMC and |EU-Ohio Protest a 10, 11; Dairyland Protest a 3-4; SE Michigan
Sysems Protest &t 4.

“3Docket Nos. RT01-88-005, ¢t d., and RT01-99-000; Docket No. RT01-87-001.
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Initsanswer, Internationa Transmisson agrees that Midwest 1SO and the proposad Alliance
RTO should be merged, but urges the Commission to gpprove the ITC-MISO Agreement without first
deciding the RTO mearger issue. Internaiond Trangmission dates that the Commission should not tie
goprovd of the ITC-MISO Agreament, which invalves Internationd Tranamisson'srddively smdl
zone and border location on the Midwest 1SO-Alliance Super Region, to the broader palicy context of
the proposed RTO merger. Internaiond Transmisson sates that the Commission should send astrong
pastive Sgnd regarding the dedison to divest Internationd Transmisson and join Midwest 1SO, and
that important regulatory matters arein the ITC-MISO Agreament.

Commisson Resoonse

Wewill deny theintervenors requeststo defer action on Internationa Trangmisson's
goplications We bdieveit istime to move forward on the formation of an RTO in the Midwest and,
thus, action on the indant goplicationsis gopropriate. Our finding in the ingtant procesding is conggent
with our concurrent action in other orders, discussed further below, goproving the Midwest ISO's
filings to comply with Order No. 2000, dismissng without prejudice the gpplication of Nationd Grid to
manage the Alliance RTO, and addressing issues raised on rehearing of Alliance V.

Further, we note that under Artide IX of the Alliance Agreement, Internationd Trangmisson
may unilateraly withdraw from the proposed Alliance RTO gnce nather Alliance Publico nor Alliance
1SO has yet been formed #

FHndly, we recognize the concerns expressed about the effect of the proposd on rdiahility in
the lower peninaulaof Michigan. We bdieve that such concern can be addressed by METC (or its
successor), and other interested companies currently in the Alliance group, joining Midwes 1SO. Inan
order being issued concurrently in Docket No. RT01-88-000, &t d., we direct the Alliance Companies
to explorejoining the Midwest 1SO.

B. Supplementa Agresment

Asdiscussed ealier, in addition to amending spedific provisons, the Supplemental Agresment
addresses the relaionship between Internationd Transmission and Midwest ISO prior to a
Commisson-gpproved divestiture of Internationa Transmisson to an entity unaffiliated with market
participants (Independence Event). The Supplementd Agreement miakes dear that the Specid
Provisons of the ITC-MISO Agreement should only become effective when Internationd Trangmisson
isdivested to an entity not filiated with amarket participant.

“The Alliance Agreament was entered into by DTE Energy on behdf of its public utility
operating company subgdiaries which indudes Internationdl Transmisson See Trangmittd, dated June
3, 1999 (Docket No. ER99-3144-000).
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[ntervenors and Internaiond Trangmisson's Answer

Certan Intervenors cite to an inadequite time or opportunity to review the impact of the
Supplementa Agreament. Intervenors dso suggest modifications to the Supplemental Agreement or to
the Spedd Provisons of the ITC-MISO Agreamerntt.

While the Compeitive Caodition does not object to the ITC-MISO Agreement, it requests thet
the Commisson defer making any determingtion on the merits of the Specid Provisons, exogpt Section
9 of the ITC-MISO Agreement (generator interconnection sarvices), until the Commisson issuesafind
order in Docket No. RM01-12-000 (Rulemaking on Market Design and Market Structure). The
Competitive Codlition assarts that it would be premature for the Commission to address the Specid
Provisons until the Commission dedls with the gpportionment of the same market adtivitiesthet are
proposed in the Specid Provisons (i.e., security coordination, regiond trangmission fadility planning and
tariff adminidration and design) which it dates are a issue in Docket No. RM01-12-000. The
Competitive Codition dates theat Internationa Trangmisson would not be subgtantialy prgjudiced by
such adefard snceit will be months before the Commisson gpproves Internaiond Transmisson's
divediture to an unaffiliated third party, and if the Commisson gpproves the ITC-MISO Agreamert,
Internationd Trangmisson may paticipate in the Midwest 1SO under the same terms and conditions as
the Midwest TOs.

Initsanswer, Intermationd Trangmisson datesthat it agrees with the Competitive Codition's
request to defer action on the Specid Provisons, except for its Tariff Menu proposd, if the
Commisson will determine RTO “didng and didng” issuesin the context of a generic procesding.
Internationd Transmisson urges the Commisson to issue an order addressng the Soecid Provisonsin
the context of Midwest region RTO decigonsto give potentia purchasers of Internationd Trangmisson
regulatory certainty regarding the rlaionship between Internationd Transmisson and Midwest 1S0.
With respect to generator interconnections, Internationd Trangmisson datesits willingnessto daify
section 9 of the ITC-MISO Agreement, as may be required by the Commission.

Dairyland requests revisons of cartain provisons of the Supplementd Agresment, Sating thet
the credtion of large RTOs should not result in “better dedls’ for those who join later then others.
Spedificdly, Dairyland protests Section 3.5 which would condition membership in the Midwest 1SO
upon parties entering into the Supplementad Agreement and agreaing to be bound by dl theterms of the
Supplemental Agreement. Dairyland has gpplied for membership in the Midwest ISO, but Satesthet it
has not yet met the prequisites for membership. In addition, Dairyland objects to section 8.4's proposa
to give Internetiond Trangmission the right to atend and participate in dl metings of Midwest 1ISO
Members and/or Owners dthough Internationd Transmisson has not joined Midwest 1ISO asan
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Owner. Findly, Daryland protests that under section 7 of the Supplemental Agresment Internationa
Trangmission could avoid paying for its reesonable share of Midwest |SO's expenditures, from which
Internationa Transmisson would bendfit. Dairyland datesthat section 7.1's proposed exit fee for
Internationd Transmisson would not indude these expenditures, and further, Internationd could avoid
paying any amount, pending resolution of any dioute regarding the amount of the exit feg, and would
not pay any interest on any amount it may ultimately owe. Daryland requests Smiler exit fee provisons
if Internationd Trangmisson retans these exit fee provisons. Dairyland further objectsto section 7.3s
requirement that Midwest 1SO gructure its deferred codts recovery under Schedule 10 of the Midwest
ISO OATT asinconggtent with 18 C.F.R. 8 35.34(j)(1)(iii), Snce Midwest I SO has requested
Commission goprovd asan RTO.

Internationd Trangmission answersthat dl of the Midwest 1SO Owners and Midwest 1SO have
Sgned the Supplemental Agreement, and that the Michigan
Public Service Commission (Michigan Commission) supports the proposed Appendix | arangement,
noting thet only Daryland objects to the terms of the Supplementa Agreament. It further Satesthat the
Supplementad Agreement is reasonable and consgtent with open architecture. Internationd
Transmisson aso datesthat by ddaying implementation of the Soecid Providons it has met many of
the concarnsraised by intervenors, and many of the“dicdng and didng” issuesraised by intervenors will
be addressad by the Commission in Docket No. RM01-12-000. Internationd Transmisson darifies
thet it does not have the same vating rights as an Owner and citesto section 8.2 of ITC-MISO
Agreament to contragt itslack of veto authority with the veto authority of Owners regarding revenue
didribution or pricang.

Internationa Transmisson dso asserts thet the exit fee provision is reasonable because it does
not indude cogsincurred prior to it joining Midwest IS0, and is thus conggtent with Order No. 888
policies on dranded cogs and exit fees Internationd Tranamisson Satesthat it would pay itsfar share
of thefixed and variabdle cogts of running Midwest 1SO (induding payment for the delat incurred by
Midwest SO to invest in the necessary sysemsto run the grid) through payment of the Midwest ISO
OATT Schedule 10 charges. Internationd Trangmisson dso datesthat it would not object if
Darylandisgiven agmilar exit fee provison when it joins Midwest 1O if Daryland isdso smilaly
gtuated to Internationd Trangmisson.

Commisson Resoonse

Aswe gated ealier, we bdieve it istime to move forward on the formation of an RTO inthe
Midwest and, thus, action on the indant gpplications, induding the Supplementd Agreamert, is
aoproprigte. However, we will make find determinations on the designated Specid Provisons after the

4l nternationd Trangmission dites to the Natice of Intervertion of the Michigen Commission,
filed on September 21, 2001 in this proceeding. See Michigan Commission Notice of Intervention & 2.
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occurrence of the Independence Event. 1n an order to be issued concurrently, in Docket No. ECO1-
137-000, we preiminarily approve an goplication for the digpogtion of Internationd Transmisson's
jurigdictiond fadlities to an as yet-undetermined third party purchasaer with no ownership interestina
market participant. However, in thet order, we Sate that we will make afind determination onthe
proposad digpogtion after a\Winning Bidder issdected. At such time, we will be adleto more fully
address the Specid Provisons.

With regard to Dairyland's objections to section 3.5, we bdieve that it is reasonable thet
Midwest 1S0 require potentid Midwest |SO ownersto Sgn the Supplementa Agreament committing
the gpplicant to be bound by dl terms of the agreement.*® We note, however, thet the terms of the
agreement to which the Midwest SO ownerswill be bound are such terms as may be subsequently
modified by the Commission or a.court of competent jurisdiction.*’

We are ds0 not persuaded by Dairyland's arguments concerning sections 7 and 84. Dairyland
has not adequatdly supported its daims nor demongrated that such provisons are inconggent with the
Midwest ISO Agreement or Order No. 2000. The exit fee provison contained in the Supplementa
Agreament issmilar to aprovison regarding Midwest ISO TOs cogt repongbility upon departure
from the Midwest 1S0:# With regard to Dairyland's request for asimilar exit fee provision.
Dairyland's rights and obligations can be determined when it becomes an Owner or Member of
Midwest 1S0; i.e.,, becomes smilarly Stuated to other Owners and Members.

V. Andyss of Proposed ITC-MISO Agreement

A. Sandard of Review

Our review of the propased agreementsis basad on our Satutory authority under section 205
of the FPA. We will dso examine the proposad agreements pursuant to Order No. 2000 and
Appendix | of the Midwest 1SO Agreement.

46\We note that dl Midwest 1SO TOs (who are not conditiona owners) have executed the
Supplementd Agreament. See Novemnber 15 and November 26, 2001 filings. As noted above, the
Supplementd Agreement establishes the rdationship among Internationd Transmisson, Midwest SO,
and the Midwest ISO TOs (eg., revenue digribution, cost respongbility and Internationd
Trangmisson's participation rights).

47Section 3.5 sates that this provision appliesto "entities seeking to join Midwest ISO asan
Owne." Daryland hasfiled aconditiona goplication to become atranamisson owner within the
Midwest ISO. Thus, the Midwest | SO characterizes Dairyland as a conditiond transmisson owner.

48See Artide V, Section 1. B of the MISO Agresment.
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B. Appendix | and Order No. 2000

Internationd Trangmission andyzesthe ITC-MISO Agreement under Appendix | of the
Midwest 1SO Agreement and Order No. 2000 requirements.

Appendix | providesagenerd framework for ITCsto operate within the 1SO sructure, and
permits Midwest 1SO to assign to ITCs certain rights, responghilities, and functions Prior to assuming
the Appendix | functions described b ow, the Appendix | agreement currently on file with the
Commission requires an ITC to demondrate that its own governance and sructure is independent from
any market paticipant and that the ITC is of suffident 9ze and configuration to warrant assgnment of
theserights

Appendix | presarves Midwes 1SO's role as regiond security coordinator and its functions
under Appendix E, Section V of the Midwest 1S0 Agreement.*® However, Appendix | contemplates
that an ITC may take on cartain operationd responghilities such as (1) establishing ratings and
operating proceduresfor itsfadlities, (2) scheduling transmisson maintenance and outages, and (3)
coordinating maintenance of cartain generators within the ITC (as required under Section VI of
Appendix E of the Midwest 1SO Agreement). Appendix | aso contemplates thet the ITC may
develop, in coordination with Midwest 1S0, a.congestion management plan,>® with aunilaterd right for
the ITC tofileits plan with the Commisson. Thel TC may plan for additionsto itstrangmisson
fadlities, subject to review by Midwest |SO before any ITC-planned fadility is placed into operation.
While Appendix | preserves the Midwest 1SO's monitoring functions and its authority to impose and
collect pendties under the Midwest ISO Agreament, it dlows an I TC to impose and collect pendties
goproved by the Commisson with repect to the I TC's congestion management program.

Appendix | aso provides that Midwest 1SO will continue to act as the sole adminidrator of the
Midwest 1SO Taiff and continue to adminiger dl contracts for fadilities Sudies and rlaed filings
However, an ITC will be dlowed to assume responghility for completing studies of itsown
transmisson system, subject to coordination with Midwest ISO. Appendix | providesthet an ITC will
have the firs opportunity to implement any curtallments of transactions within the ITC sysem that are
required under the Midwest ISOsOATT; Midwest ISO would be responsble for implementing dl
other tariffs.

“9The ITC's operationd responsihilities are subject to dispute resolution pursuiant to the
Midwest 1SO's disoute resolution procedures.

SOUnder section 5 of Appendix |, an I TC may seek Commission acogptance, without Midwest
1SO's goprovd, of mechanisms for managing congestion and for determining respongibility for
tranamisson losseswithinthe ITCs sysem. An ITC's congestion management mechanism would not
be effective until the Commission goproves protocols detailing when the Midwest ISO and ITC

congestion management mechanisms would operate.
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Appendix | recognizesthat an ITC may unilaerdly, subject to Commission review, changeits
transmisson rates and inputs to the rate cdculation for Midwest ISO’ s throughrand-out rate. Revenue
digribution would be subject to Appendix C of the Midwest ISO Agreement. Appendix | would dso
dlow an ITC to assume the Midwes 1SO's hilling, credit and accounting responghilities for
transactions whally with the ITC's system or where the load islocated withinthe ITC.

Appolicant

Internationd Transmisson proposes for Midwest SO to have Sgnificantly greater operationd
authority and contral over the Internationd System than contemplated in the Appendix | currently on
filewith the Commisson and ComEd. Internaiond Transmisson daestha Midwest ISO's primary
responghility for key transmisson functions under the ITC-MISO Agreament would indude full
operationd authority and functiond control over the Internationd Trangmisson system, induding
curtallment, and adminigration of the Midwest SO Tariff, congestion management plan, and generator
maintenanceloutage scheduling in Intemationd Transmisson's sarvicetarritory.! Internationd
Trangmisson further explansthat the ITC-MISO Agreement would dlow Intermnaiond Transmission,
onceit isfully independent of any market participants; to propose new trangmisson products and
savices under an dterndive tariff, schedule mantenance outages in coordination with Midwest 1SO,
and make future proposals to the Commisson concerning trangmisson planning and generdtion
interconnection. >

Intervenors

Midwest |SO gates thet the Commisson's acceptance of Internationd Transmisson'sfilings
would be consgtent with the policies underlying Order No. 2000; provide for just and reasonable rates
conggtent with the public interest; and would demondrate Midwest 1SO's Sructurd flexibility and
accommodation. It satestha awireco can find an gopropriate homein atiered RTO dructureto
pursue its busness goas while ensuring the Commission's concarns of independence and market
coordination functions are redized through its rdlaionship with Midwest ISO. Midwest |SO notesthe
flexible arrangement that the propasad Appendix | functions would provide Internationd Transmisson,
and further assarts that the proposed divison of operationd regpongbility should not impair the
Midwest ISO's ahility to carry out itsfunctions. Trans-Elect favors the Midwest 1SO modd and the
Appendix | procedures thet it Sates specificaly alow for transcos to operate as independent sand-

S1August 31 Trangmittd at 8, note 10.

S2As noted earlier, the ITC-MISO Agresment is a contractua arrangement for atiered RTO
gructure, whereby Midwest 1SO would provide RTO Savices for Internationd Trangmisson on bendf
of, and for the benfit of, transmisson cusomers located and taking sarvices within the Internationd
Trangmission Zone under the Midwest ISO OATT (and the Super-Region Tariff) and under the
Internationd Trangmisson OATT.
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done busnesseswithin the RTO. CMTC and |EU-Ohio assart that the flexibility presented by the

proposed Appendix | arangement is essantidly meaningless due to the lack of progress on bigger
picture Midwest problems (eg., price Sahility and service rdiability improvements).

Commisson Resoonse

In an order to be concurrently issued in Docket No. RT01-87-000, ¢ d., we grant Midwest
SO RTO datus, subject to the changes directed therein. Our determination in that order providesthe
context for our evaugtion of the proposed pre-independence and podt-independence arrangementsin
this proceeding.

In Order No. 2000, the Commisson conduded that asingle organizetion is not required to
peaform dl of the RTO functions, and wel comed innovative sructures thet met the needs of market
participents while satisfying the minimum RTO requirements®>  An RTO with the broadest possible
reech isin the best interest of market development and its condtituents best interests. In ComEd, the
Commission conduded that the propased Appendix | arrangement was generdly congstent with Order
No. 2000.>* We bdievethat Internationd Transmisson's proposa enhances the rlationship of an ITC
as pat of aMidwest 1ISO RTO beyond that originaly contemplated in Appendix | and is condgent
with Order No. 2000.

V. Appendix | Arrangement

A. Prdiminary Reguirements

According to ComEd, prior to assuming Appendix | functions, an ITC mus demondrate thet its
own governance and dructure is independent from any market participant and thet the ITC isof
afficient Sze and configuration to warrant assgnment of theserights™  Following our analysis of
Applicant’ s proposd regarding independence and scope and configuration, we will evduate
Applicant’s proposa pursuant to Appendix |, as st forth in ComEd.

1. Independence
Applicants

530rder No. 2000 at 31,037.
SComEd at 61,627.
SSComEd. at 61,627; see dso Appendix |, section 1.1.
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Internationa Trangmisson dates that the ITC-MISO Agresment contemplates the operation of
Internationd Transmisson as atruly independent, gand-done entity within Midwest 1SO. As
previoudy discussed, Applicants plan to divest Internationd Trangmisson to athird party with no
corporate &filiation, active or passive, with any market participant, by September 28, 2002.%°
International Trangmisson damsthet this commitment to divest Internationd Trangmissonto an
unaffiliated third party exceeds the Appendix | independence reguirement acogpted in ComEd and
RTO West, aswell as Order No. 2000's current independence requirement.”’ International
Transmisson adds that pursuant to section 3.2 of the ITC-MISO Agreement, it would be granted
certain governance rights as a"Member," but not an "Owner” in Midwest 1SO.%®

|ntervenors and Internationd Tranamisson's Ansver

CMTC and IEU-Ohio, Alliance Companies (Alliance), and Dairyland Power Cooperdive
(Daryland) gate thet Internationd Transmisson, as awhally-owned subsdiary of DTE Energy, does
not currently meet the independence requirement of section 1.1 of Appendix 1.%° Theseintervenors
request that the Commission withhold gpprova of the proposed ITC-MISO Agreament. ATCLLC
addsthat Internationd Trangmisson's proposed sructure should not cause the Commisson to
implement ahigher gandard of independence prohibiting passive ownership sructures which ATCLLC
asserts are dlowed by Order No. 2000 and Commission precedent.®°

SSAugust 31 Trangmittd a 23. (Citing 18 C.FR. § 35.34 (b)(2)).

57|d. & 33 (Giting Com Ed, 90 FERC a 61,617-18 and RTO West, 95 FERC a 61,328 &
61,334).

%8| nternationd Transmission further explains that the ITC-MI1SO Agreament grants certain
rightsto Internationd Transmisson, spedficaly, that no action requiring unanimous gpprova of the
Owners of Midwest 1SO under Artidle Two, SectionsI1X.C.2, 3,4, 5, 6, 7 or 8 of the MISO
Agresment may be undertaken without International Trangmisson's prior written consant, except to the
extent that such action would not affect Internationd Transmisson's rights and obligations under the
ITC-MISO Agreement. Augus 31 Tranamitta a 35.

SCMTC and |EU-Ohio state thet an entity seeking to become an ITC must havea
"governance and Sructure [thet] assures independence of the I TC from any market participant.”
Midwest ISO FERC Electric Tariff, Fire Revised Rate Schedule No. 1, Appendix | a Origind Sheet
No. 211. See CMTC and IEU-Ohio Protest at 11.

%0See ATC LLC Protest a 4 (citing Order No. 2000 a 31,066, RTO West, 95 FERC
161,114 (2001); Alliance V).
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Initsanswer, Internaiond Trangmisson Sates that the Supplementd Agreament will provide
for its membership in the Midwest 1SO under the ITC-MISO Agreement without the Specid
Provisons. Midwest 1SO agrees that the Specid Provisonsin the I TC-MISO Agreement should not
teke effect until the Independence Event. However, Internationd Transmisson emphasizesthat
Commission goprovd of the ITC-MISO Agreament is necessary to assure regulatory certainty for the
prospective purchasers and to gopropriaidy vadue Internationd Transmisson. Internaiona
Transmisson condudes that Commission gpprova of the ITC-MI1SO Agresment will baance the needs
of both investors and consumers.

Commisson Resoonse

We nate thet Internationd Tranamisson isnot yet divested. As dated previoudy, in Docket
No. EC01-137-000, we will determine the extent of Internationa Trangmisson’s market participation
by examining its ownership structure fter divestiture®® At such time, we will meke any necessary find
decisons on the assgnment of responghiilities under the ITC-MISO Agreement. As Sated previoudy,
in the interim, we bdieve that the Supplementd Agresment is reasonable and would provide adequete
safeguardsto fadilitate Internationd Trangmisson's participation in Midwes 1SO. The Specid
Provisons identified therein would not bein effect during this interim period.

2. Scope and Configuration

Applicant

Internationd Trangmisson asserts that Midwest 1SO can eeslly provideit with the RTO
sarvices contemplated in the ITC-MISO Agreement, adthough two of Internationd Trangmisson's three
exiding interconnections would be with tranamisson-owning members of the proposed Alliance RTO.
Dexpite the lack of adirect interconnection with the fadilities of any Midwest 1SO TO, Internationd
Trangmission bdieves that the required sysem contral functionsto be provided by Midwest |SO under
the ITC-MISO Agreement can be communicated viaremaote datalinks to and from the Midwest
|SO's fadility in Camd, Indiana®? Internationd Transmission argues that pursuiant to Commission
precedent, the physica interconnection of transmisson wiresis not required in order for an RTO to
provide functiondl control servicesto amember system which may be physically isolated ®

%1 nternational Transmission's proposal does not change the Commisson'sindependence
dandard, as suggested by ATCLLC. Wewill gpply the indegpendence stlandard <&t forth in Order No.
2000 when examining its ownership structure in Docket No. EC01-137-000.

82 g, security coordination, short term reliability.

83| nternationd Trangmission cites RTO West, 95 FERC at 61,343-44 for the proposition that
(continued...)
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Internationa Transmisson rdlies on the Settlement Agreement and IRCA arguing thet they provide a
platform of adequate regiond scope and configuration for the operation of Internationd Transmisson
within the Midwest 1ISO.%

Internationd Trangmisson dso notesthat joining Midwest ISO may entall bifurcating the joint
MECS control areaif METC choosss to remain in the proposed Alliance RTO.2° Under the MECS
Agreamatt, Internationd Tranamisson and METC's obligations are drictly limited to the joint provison
of contral area sarvices for MECS, and do not involve decisons regarding the dipatch of generation or
other market participant-type services. Internationd Transmisson acknowledges the difficulty of
continuing joint operaion of the control areawhile taking security coordination sarvices from two
different RTOs, but datesits willingnessto work with METC to preserve their joint control areg;
however, Internaiond Trangmission prefers that the Midwest 1 SO function as Security Coordinator for
MECS. Internationd Transmisson datesthat it intends to terminate the MECS Agreement if it cannot
reach mutud agresment with METC regarding the operation of the control area®

Intervenors

83(...continued)
while Nevada Power and Serra Padific were not directly interconnected with each other, both should
beinduded iNnRTOWes.  Augudt 31 Tranamittdl at 37.

%40n May 8, 2001, the Commission acoepted a Settlement Agreement among the Midwest
1SO, Alliance Companies, and other parties, which st forth the Inter-RTO Cooperation Agreement
(IRCA) between the Alliance Companies and Midwest ISO. See Illinois Power Company, e d., 95
FERC /61,183 (2001) (May 8 Order); rehig denied, 95 FERC | 61,026 (2001). TheIRCA isa
contractud agresment between Alliance Companies and Midwest 1O to coordinate activities for
transmisson and tranamisson-rdaed sarvices, and outlines Sepsto ass the Sgnatoriesto the
agreement in complying with Order No. 2000 requirements

®SMETC and its parent, CM'S Energy, are currently members of the proposed Alliance RTO.

%8| nternationdl Transmission statesthat it will terminate the MECS Agreament upon 12 months
prior written natice pursuant to MECS Agreement, Artide 15.3. Internationd Transmisson notesthet it
owns the Michigan Electric Power Coordination Center, MECS control center, and Internationd
Tranamisson could operate the Internationd Tranamisson Zone asits own control area. Internationa
Trangmisson assumes METC can dso edtablish its own control areasnce METC agreed to the 12
month natice provison in the MECS Agreameant. Upon Internationd Trangmission giving 12 months
notice to terminate the MECS Agreament before RTO gart-up (which precedes the actud termingtion
date of the MECS Agresment), Internationd Tranamisson will agree thet the proposad Alliance RTO
may act as asecurity coordinator for MECS until the 12 month natice period expires
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CMTC and IEU-Ohio, and the Compitive Codition express concern thet ssamswill result
from the potentid bifurcation of the joint contral areawith METC if Internationd Trangmisson joins
Midwes ISO. CMTC and IEU-Ohio assart thet Internationd Transmission's proposed solutionsto the
potentia bifurcation do not provide reasonable assurance that the grid's integrity and rdidbility isnot
compromised or satisfies Order No. 2000,%” and would require workeble solutions before the
Commission could further congder Internationd Trangmisson's proposd. The Comptitive Codlition
datesthat Internationd Trangmisson rdies heavily upon the doubtful implementation of the IRCA to
overcome the problems created by its geographic isolation and questions the feasibility of integrating
Internationd Transmisson into Midwest ISO. The Competitive Codlition advocates addressng
Internationa Trangmisson's request to join Midwest 1S0 in aforma mediaion to determine whether a
sngle RTO for the Midwest should be established.

Initsanswer, Internationd Trangmisson responds that intervenors contentions regarding the
credtion of these potentid seamsare migplaced. Internaiond Trangmission dates that the seamsissues
will be handed through the development of one RTO, or dternatively, both the proposed Alliance RTO
and Midwest 1SO could provide control areaand security coordinetion functions should the MECS
Agresment nead to be terminated. Internationd Transmisson further datesthat if the Commisson finds
that the IRCA is not adequiete to resolve seams, then the Commission can order the merger of the
proposed Alliance RTO and Midwest SO, or srengthen the IRCA through palicy initiatives setting
forth RTO requirements and other mechaniams

Commisson Resoonse

We areissuing concurrently with this order, in Docket Nos RT01-88-000 & dl., a separate
order explaining that it has become apparent that despite the work done to date toward dlowing the
two RTOsto coexig, a seamless Midwest market remains an unfulfilled promise. In that order, we
direct the Alliance Compenies to explain ther effortsto explore how thar busness plan (induding
Nationd Grid) can be accommodated within the Midwest 1SO (e.g., via Appendix I).

Concurrently, we gpprove Midwest 1SO's scope and address Midwest | SO's configuration
problemsin detall in the order in Docket Nos. RT01-87-000 et d. With regard to these configuretion
problems, we note in thet order that sucoessful integration of some or dl the Alliance companieswould
enhance operationd efficdency in the Midwest market. We expect that such integration would dso
enhance Internaiond Trangmisson's participation in the Midwest 1SO RTO and would moot
Internationd Trangmisson's rdiance on the Sattlement Agreement and the IRCA. Thus, we bdieve that
Internationd Trangmisson's participation in the Midwest 1SO RTO will be conggtent with the scope
and configuration requirements of Order No. 2000.

67See CMTC and |EU-Ohio Protest & 10, n. 6
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B. Proposed Appendix | Functions®®

1. Opaationd Authority/Reniond Security Coordinaion/Short-term Rdidhility

Applicant

Internationd Transmisson represents that after the Control Date, Midwest |SO will assume
functiond contral of the Internationd Trangmission system. Midwest 1SO will function as the Security
Coordinator for the Internationa Transmisson zone pursuant to Section 4.2 of the ITC-MISO
Agreament and Appendix E of the Midwest 1SO Agreement (Appendix E).*® Under Appendix E of
the Midwest 1SO Agreement, Internationa Transmisson could continue to monitor its own control
aressfor system security.”® Similarly, the ITC-MISO Agreement would provide Internationd
Trangmisson with limited operationd authority to address and mitigate certain system security issuesin
coordination with, and subject to intervention by, Midwest 1SO initsrole as Security Coordinaor.
Internationa Transmisson dso proposes to parform its duties as the joint control area operator of
MECS, pursuant to the MECS Agreement (subject to change as noted above). Internationa
Trangmisson addsthet it is reasonable under American Transmisson Compeny, 93 FERC 61,267
(2000)"* to require Midwest 1S0 to: (1) honor the terms of any other sub-control areaagreemernt, or
gmilar agreements entered into by Internationd Transmisson prior to the effective date of the ITC-

®8With the exoeption of the Spedid Provisons, Inteméationdl Transmission proposes thet the
provisons of its ITC-MISO Agreement, as described herein, would take effect on or after the Control
Date, unless otherwise noted (eg., OASIS).

®9Acoordiing to Internationd Transmission, Intemationdl Transmission and Midwest ISO'srights
and respongihilities regarding the security monitoring and emergency response rdated to Midwest
ISO's security coordination responghilities are identicd to the rights and respongibilities of the Midwest
SO TOs and Midwest 1 SO, respectively, in the Midwest 1ISO Agreement. See Augudt 31 Tranamittal
a 18 (dting Section V.B (Security Monitoring) and V.C. (Emergency Response) of Appendix E tothe
Midwest 1SO Agreement).

"Midwest ISO Agreament, Appendix E, § V.B.2. Seeds ITC-MISO Agreement, § 35
(Appendix E shdl goply to the rdationship between Internationd Tranamission and Midwest 10 asif
Internationd Trangmisson were an Owne).

"15ee dsn, American Transmission Comparny, reh'g denied, 95 FERC ] 61,287 (2001), reh'g
rejected, 96 FERC 161,193 (2001).
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MISO Agreament;”? and (2) work with any such sub-corttrol areawithin the Internationdl Transmission
System and arrange for onrgoing coordination of its Security Coordinator functions, as necessary.

As previoudy described, Midwest 1SO would have greeter operationd control over the
Internationd System then contemplated in Appendix 174 because it would have primeary responsibility
for key transmisson functions under the ITC-MISO Agreement.” Internationd Tranamission states
that pursuant to the ITC-MISO Agresment, Midwest |SO would retain control over the performance
of load-flow and gability sudies, the exchange of security information with locd and regiond entities
the monitoring of red-time operating characteristics, and should direct dl actions necessary to maintain
reliability. Based on the operationd responghilities described above, Internationd Trangmisson dates
that the ITC-MISO Agreement fulfills the operationd authority characterigtic of Order No. 2000.

In addition, under section 4.1.3 of the ITC-MISO Agreement, Midwest SO would undertake
responghility for the rdiability of the Internationd Trangmission System conggtent with Artide Threg,
Saction 1.B and Appendices B and E of the Midwest ISO Agresment. According to Internationa
Trangmission, Midwest SO would fulfill the short-term rdighility reguirements of Order No. 2000
because it would: direct the implementation of dl interchange schedules, monitor to ensure competitive
farness, redigpatch generation, and have ultimate authority to disgpprove scheduled outages of
trangmission fadilities "

Saction 7 of the ITC-MISO Agreament further provides thet Internationa Transmisson would
edablish ratings of itsfadlities and st its own trangmisson maintenance and outage schedules, subject

20n November 21, 2001, Internationd Transmission submitted an application in Docket No,
EC02-28-000, seeking Commission authorization to trandfer to the Midwest 1SO its joint open access
tranamisson tariff (JOATT) with METC and the active sarvice agreaments that Internationa
Trangmisson has executed with JOATT cugomers Internationd Transmisson contends thet thefiling
isintended to ensure seamless adminidration of the JOATT after dart-up of RTOsin the Midwes.

BAugust 31 Tranamittd at 18. (citing ITC-MISO Agreament, § 4.2).

4See ComEd, 90 FERC at 61,619-20 (addressing proposed I TC responsibilities under
Appendix I).

5See discussion, section 1V, B.

"SInternational Tranamisson satesthat it stisfies the short-term rdliability RTO characteristic
pursuant to Order No. 2000, and exceeds the ComEd sandard for permissible ddegetion to an
Appendix [-compliant transco. August 31 Tranamitta a 39 (diting to Com Ed, 90 FERC /61,620 for
the proposition thet the Appendix I-compliant transco may maintain short-term reliability over itsown
fadlities).
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to dispute resolution if Midwest 1SO disagress. Internationa Trangmisson adds that the proposed
arrangement does not disturb these on-going interregiond coordinetion efforts of Midwest ISO to
develop a Super-Region Taiff with Alliance and to address ssamsissues with the PIM

| nterconnection.””

Intervenors

Asnated in our previous discussion on praiminary issues and scope, many intervenors are
concarned with the impact of Internationd Trangmisson joining the Midwest 1SO. Their concans
involve rdiability and operationd issues rdated to Internationd Trangmission joining the Midwest 1S0;
i.e, the potentid balkanization of the energy marketsin Michigan; seams resulting from the potentia
bifurcation of the joint contral areawith METC; the difficulty of Internationd Transmisson's continued
joint operation of the control areawhile taking security coordination sarvices from two different
RTOs"® CMTC and |EU-Ohio argue thet neither of Internationd Transmission's options of either
splitting acontrol area between RTOs or joining one RTO but ddegeting security coordination to
another, reasonably ensures the physicd integrity and rdiability of the grid. They Sate that Internationa
Transmisson mugt provide a solution to the problems presented by the separation of an exiding control
area.

Midwest |SO assrtsthat in the drcumdtances that Internationd Trangmisson presantsin this
procesding, there is no proposad divison of operaiond responghilities that should impair the Midwest
ISO's aility to carry out itsfunctions. Midwest 1SO further Satesthat Internationd Trangmisson's
proposd to presant future protocols to the Commission regarding system planning, generator
interconnection, loss respongihility, would only giveit the right to present matters to the Commisson for
congderation, but should not balkanize grid functions

Commisson Resoonse

Saction 4.2.3 of the ITC-MISO Agreement provides, “Notwithstanding any other provison of
this Agreement, [Midwest 1SO] may intercede and direct gppropriate actionsin itsrole as the regiond
security coordinator (the 'Security Coordinator’). If such [Midwest 1SO] action is disouted by
Internationd, [Midwest 1SO]'s pasition shdl control pending resolution of the dispute” We bdieve,
therefore, that the ITC-MISO Agreement assgns gppropriate regponghilitiesto Midwes SO for

"Internetiond Transmission states that ComEd did not address the issue of interregiond
coordination because the Commission did not propose this function until after gpplicants proposa in
ComEd was tendered for filing.

BEg., ABATE, CMTC and |EU-Ohio, the Competitive Codition.
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operation of fadilities under its contral, induding those of Internationd Transmisson, and its
respongihilities as Security Coordinetor for itsregion.

We defer find determination regarding Internationd Trangmisson's proposed authority to: (1)
take actions to ensure the security of the Internationdl Tranamission System, © and (2) establish ratings
of itsfadilities and st its own transmisson maintenance and outage schedules, pursuant to sections 7.1
and 7.2, respectivdy, of the ITC-MISO Agresment. Pursuant to the Supplemental Agreement, these
provisons would nat be effective until the Independence Event. With regard to Midwest SO honoring
subcontrol areaor Imilar agreements entered into by Internationd Trangmisson prior to the effective
date of the ITC-MISO Agreament, we will direct Internationd Trangmisson to meke asection 205
filing to propase necessary revisonsto the JOATT (and any other agreements). Internationd
Trangmisson should aso address the impact of the assignment of these agreements on Midwest 1ISO's
authorities With these exceptions, we find the operationd authority, security coordinetion, and short-
term rdiability functions dlocated to Midwest 1SO in the ITC-MISO Agresment to be conggtent with
Order No. 2000 requirements®

2. Taiff Adminidration and Desgn

Internationa Trangmisson dates that itstariff proposa provides Midwest 1SO, asthe RTO,
with significantly grester tariff administration authority then thet proposed in ComEd.8* Under section
11.3.3 of the ITC-MISO Agreement, Midwest 1SO would be the sole provider of tranamisson sarvice,
and the sole adminigrator of the Tariff Menuy, i.e, the Midwes OATT and the Internationd
Tranamisson OATT. Thel TC-MISO agreament does not provide for Internationdl Transmissonto
adminiger rate schedules under the Midwest 1ISO OATT. Internaiond Transmisson further explains
thet it would lack authority to schedule tranamisson transactions within and into the Internationd
Trangmisson Zone, or to change the tariff design of the Midwest ISO OATT and the design of the tariff

"9Sadtion 4.2.2 would grant Internationdl Tranamission some system security authority; e, it
could take actionsto presarve the security for the Internationd Transmission Sysem before requesting
assgance and coordinating with MISO.

800rder No. 2000 at 31,037; 31,091 and 31,103,

81 A coordiing to Intemnationdl Transmission, in ComiEd, applicants proposed to assign tariff
adminigration to the transco, which would: (1) adminiser rate schedules with the Midwest 1ISO OATT;
(2) schedule transmisson service within and into the transco sarvice areg; (3) deve op protocols for
coordinating and sharing scheduling information; and (4) approve requests for new interconnections
Augud 31 Trangmittd a 41.
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for the Super Region. International Tranamission proposss that, consstent with RTO West, %> Midwest
SO would exdusvdy adminiger a Taiff menu thet would give cusomers with transactions "sourang”
and "gnking" within the Internationd Trangmisson Zone the sole discretion to take tranamisson sarvice
under the Midwest 1ISO OATT or the Internationdl Transmission OATT.®® Internationd Transmission
daestha cugomers requiring Drive-Out, Drive-In, and Drive-Through services will teke such sarvices
under the Midwest 1SO OATT (or Super-Region Taiff)2* Intemationd Transmisson statesthet the
ITC-MISO Agreement provides aframework for "one-sop shopping” for trangmisson sarvices
through the Taiff Menu. In addition, under ssction 4.1.7 of the ITC-MISO Agreement, while Midwest
ISO could perform system impact dudiesfor the Internationd Transmisson Zone, Internationd
Trangmission may propose sudy protocals to the Commission which, if acogpted, would govern for the
Internationdl Transmission Zone®

International Trangmisson Satesthat the Tariff Menu would dlow for Sgnificantly grester
flexibility for Internationd Trangmisson to respond to cusomer demands, which it datesis ariticd to its
uccess. Internationd Trangmisson further sates thet both transmisson service options would be
avalabdle on anondiscriminatory bass According to Internationd Trangmisson, the ITC-MISO
Agresment would dso dlow Internationd Trangmisson to enter into service agreements with cusomers

82| nternationd Transmission seeksto dleviate the Commission's concerns regarding the
"doveailing of tranamisson taiffs’ expressed in its order conditiondly gpproving RTO West. RTO
Wes, 95 FERC a 61,338 ("[I]t is gopropriate to dlow TransConnect, as an organization thet is
independent of market participants, the flexibility to propose mechaniams thet will provide incentives for
the TransConnect membersto take actions within their contral to improve grid operation’).
Internationd Trangmisson dates that RTO Wes established agenerd palicy that gopliesto the Tariff
Menu because of the RTO's exdusive authority to meke changesto the RTO Taiff, not preduding
cusomers from taking tranamission sarvice under the Midwest ISO OATT, and to be operated asan
independent, stand-alone transmission business which exceeds the independence sandard proposad in
RTO West and required in Order No. 2000. August 31 Transmittd & 23.

8 nternationd Transmission states that transmission pricing st forth under the Internationdl
Trangmisson OATT mugt conform with any methodology goproved for the Midwest SO and the
AllianceMISO Super-Region. Id. at 19.

8 nternationd Transmission Satesthat it is not proposing to offer, and cannot require, a
"pancake" sarvice option, where cusomers would take Midwest 1SO or Super-Regiond trangmisson
saviceto or from the border of the Internationd Transmisson Zone with the payment of a pancake for
saviceinto or from within the International Trangmisson Zone  1d. at 20.

8Thiswould be contingent upon Internationa Transmission having the authority to propose
sysem impect sudy protocals to the Commisson which, if accepted by the Commission, would govern
for the Internationd Transmission Zone. ITC-MISO agreement, 8§4.1.7.
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under the Internationd Tranamisson OATT, and to establish tariff rates and the terms and conditions of
sarvice under the Internationd Transmission OATT, condstent with RTO West. &

Intervenors

Enron expresses concarn regarding the loss of RTO authority thet it Sates could result from the
deveopment of independent sand-done transmisson entities. Enron argues that gpproving
Internationa Tranamisson's proposed tariff menu conflicts with Order No. 2000's mandete thet the
RTO administer its own taiff and have the independent authority to file tariff changes®’ Enron adds
thet Internationd Transmisson does not need a sparae tranamisson taiff to provide aflexible
response to unique cusomersin its zone® if asngle market is balkanized with multiple tariffs, corflicts
regarding terms and condiitions among the competing tranamission tariffs could leed to continued
discrimination in the market. Midwest 1SO dates that the option of taking service under the
Internationdl Trangmisson OATT would dlow Internationd Trangmisson to provide apricing zone
under the Midwest ISO OATT to ensure that customers face no undue discrimination or prgudice.

Internationd Trangmisson answersthat the ITC-MISO Agresment is more conggent with the
Commisson's current policies regarding Order No. 2000 compliance than Appendix | and ComEd
andisaso condgent with RTO Wed. Internationd Trangmisson dates that transmisson sarvice under
the Taiff Menu would be adminigtered by the Midwest ISO, it will be equdly available on anon-
discriminatory bass, and thet no digible customer will be denied access to transmisson sarvice under
the Midwest 1SO OATT or the Super Region tranamission taiff. 8

Commisson Resoonse

835ee August 31 Transmittd a 23.
8"Enron cites to Order No. 2000 a pages 330-331.

8Enron ditesto the structure proposed by the potentia 1 TCs participating in the Southeest
RTO mediation, which provides for only one tranamisson taiff, which the RTO maintains and files
Regiond Transmisson Organizations, Docket No. RT01-100-000, Mediation Report for the Southeest
RTO, 96 FERC 163,036 (2001).

8 nternationd Transmission contendsthat the I TC-MISO Agreament crestes an independent
tranamission company-RTO operaing raionship that is condstent with the Commisson's palidesin
Aviga Corpordion, et d., 95 FERC /61,114, order on reh'g, 96 FERC 161,058 (2001) (RTO
Wes). Internationd Tranamisson datesthet the avalahility of tranamisson sarvice under the
International Trangmisson OATT ismerdy an option that provides Internetiona Trangmisson with the
neaded flexibility to develop new, innovative products and services for maximizing throughput, sarvice
rdiability and responsvenessto cusomers
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Wewill defer action on Internationa Trangmisson's Taiff Menu proposd until International
Trangmisson, or its successr, files asgparae tariff. While International Trangmission has explained the
retionae for the Tariff Menu conoept,° absent a proposed tariff and additiond supporting information,
we cannat determine whether the Tariff Menu concept can be accommodated. However, we are not
foredogng the Tariff Menu conoept propased by Internationd Transmisson. We are encouraged by
the commitments made by Internationa Transmisson with regard to the Tariff Menu conogt,
spedificdly: (1) asgparate taiff will be effective only after Internationd Transmisson becomes
independent; (2) Midwest 1SO will be the sole adminidtrator of both tariffs; (3) any customer seeking
sarvice can choose to teke sarvice under dther tariff with no rate pancaking; and (4) the Tariff Menu
will ill dlow for "one-stop shopping” under Midwest ISOsOASS

We further note that Section 4.1.7 provides that Midwest 1SO will have the authority to
perform sysem impact sudies for the Internationd Transmisson Zone subject to udy protocols thet
can be developed by Internationd Transmission subject to Commission gpprova.®* Wewill evdugte
that agpect of the ITC-MISO Agreement after the occurrence of the Independence Event.
Internationd Transmisson should provide detalls of any proposed sysem impact sudy protocolsina

filing esablishing itsindependence.

I. Bae Trananisson Rates

Section 11.4 of the ITC-MISO Agresment, would dlow Internationd Trangmission to meke
unilaterd filingsto st the transmission rate for the Intemationd Transmisson Zone®? Internationd
Trangmisson mugt confer with Midwest | SO regarding any filingsto change Internationd Trangmisson's
zond rates, but Midwest ISO may not bar any such filing under this arrangementt.

Wewill defer action on this provison, subject to further review after the occurrence of the
Independence Event. We acknowledge Internationd Transmisson's concern that this ability to set rates

%A coording to International Transmission, the Tariff Menu will provide Internationd
Tranamisson with Sgnificantly greeter flexibility to develop new, innovative tranamisson products and
savicesin response to customer demand. August 31 Trangmittal &t 10.

91 Under Section 7.2 of Appendix |, if such astudy is required to evaluate the ahility of the ITC
to provide the tranamisson sarvice and the transection iswithinit, the I TC can assumetthe
responghility, subject to coordination with Midwest 1SO0. If afadility Sudy isrequired to udy a
condraint within the ITC, it would have the right to assume responghility for the study, subject to
coordingtion with Midwest 1SO.

92Purauant to the Supplemental Agreement, this provision would become effective after the
I ndependence Evert.
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iscritica to Internationd Trangmisson's business drategy, which focuses on the ownership,
maintenance, and development, but not operationd contral of, trangmission fadilities

i. Trangmisson Pricing and Revenue Didribution

Section 11.1 of the ITC-MISO Agreement would bind Internationd Transmisson and Midwest
ISO to the terms of the Midwest 1SO pricing and revenue didribution protocols provided in the
Midwest ISO Agreament, the Midwes 1ISO OATT and the find sttlement rates established for the
Super-Regioninthe Sdtlement Agreement.

We bdievethat Internationa Trangmisson's proposd is congstent with Order No. 2000

requirements®® Thus, wewill acoept the transmission pricing and revenue distribution provisions of the
ITC-MISO Agreement. %

il. Rate Panceking

|ntervenors and Internationd Transmisson's Response

I ntervenors express rate pancaking concernsin the context of the potentid bifurcation of the
MECSjaint control area. Wolverine dates that the Commisson should not permit the pancaking within
Michigan that would result from a bifurcation of the joint control area without requiring an dternate
mechanism recognizing dl Michigen tranamisson fadllities Wolverine requeststhat Michigan
tranamission owners be required to medt, under the authority of an adminidrative law judge, to
determine a common goproach for the date that establishes acommon Michigan RTO zone. SE
Michigan Systems express concern that the two control aress separate participation in different
regiond organizations may have unjust and unreasonable loss methodol ogy conssquences. SE
Michigan Sysems date that if bifurcation oocurs, Internationd Transmisson should be required to hold
cutomershamless. SE Michigan Sysgems explain that customers should be entitled to the lowest of
the totd loss assessments Midwest 1SO datesthet Internationd Transmisson's customers would
continue to benefit from non-pancaked trangmission rates because its sysem is part of the Super
Regon.

Initsanswer, Internationd Transmisson acknowledges intervenors concern regarding rate
pancaking and darifiesthat it has not requested to terminate the JOATT. % Internationd Transmission
datesthat thereis no higoric pancaking in Michigan because cusomers pay asnglerate for the zone

%30rder No. 2000 at 31,171.
% TC-MISO Agreement, § 11; Supplemental Agreement, 8§5and 8.

BSAnswver a 32-36.
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where the transation sinks*® however, if the Alliance OATT supersedesthe JOATT, the additiond
ZTA charge for wholesde cugomers with asource in Internationd Trangmisson'szoneand asnk in
METC's zone (or vice versa) on top of the zond trangmisson rate, represents arate pancake where
none currently exists under the JOATT. To avoid this subgtantid increase in tranamisson charges,
Internationd Transmisson supports retaining the JOATT and incorporaing the bendfits conferred by
the JOATT inthe RTO Taiff; dtemdivdy, thet the JOATT will remain in efect &fter any RTO regime
commences asa Taiff Menu option, or that such benefitswill be incorporated in the gppropriate
regiond transmisson taiff.

Commisson Resoonse

We share intervenors concerns regarding the potentid bifurcation of the MECS joint control
area. Pursuant to our action concurrently in Docket No. RT01-88-000, & d., we bdievetha METC
or its successor joining the Midwest 1SO would effectivey address intervenors concerns by diminating
bifurcation of the MECS. We nate that Internationa Trangmisson has requested section 203 goprova
to transfer the JOATT and related service agreements to Midwest 1SO.%” However, Interationd
Transmisson has not made a section 205 filing to amend the JOATT to reflect Midwest ISO's
proposed adminidration of the JOATT. Wewill direct Internationd Trangmission to file, pursuant to
section 205, any proposed revisonsto the JOATT to dlow Midwest 1SO to administer thistariff. %
Further, we will direct Internationd Transmission to explore with the Midwest 1 SO and afected parties
in Michigan, an effective method to retain, and perhaps extend, the benefits of the JOATT and fileany
further needed revisonsto the JOATT as Soon as possible to ensure thet the bendfits are retained.

3. Compensation for RTO Savices

In section 13 of the ITC-MISO Agreement, Internationd Trangmisson Sates that Midwest
SO should be reambursed for providing RTO Sarvices through Schedule 10 of the Midwest 1ISO
OATT, regardless of which taiff isused. Internationd Trangmisson would amend the Internationd
Tranamisson OATT and the JOATT to add anew schedule, bassd on Midwest 1SO's current

9| nternationa Transmission acknowledges thet under the JOATT (Schedule O), rate
pancaking for Schedules 1 and 2 and losses exigts.

97See supranote 80 . Consumers Energy Companty (Consumers) and METC do not oppose
the trandfers provided thet the decison to trandfer is not afind determination that Midwest 1SO will
have sole adminidrative authority with respect to the JOATT and rdated sarvice agreements or thet the
JOATT will continue to be separate and gpart from the Midwest 1SO and Alliance tariffs Mation for
Leaveto Intervene of Consumersand METC & 2.

%B\We will address matters presented in Internetiondl Transmission'sfiling in Docket No. ECO2-
28-000 in aseparate order.
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Schedule 10, whereby cusomers would be charged in order to ensure that Midwest ISO ispad for its
cods.

Intervenors

Midwest SO datesthat Snce Schedule 10 of its OATT would goply to dl transactionsin
Internationd Transmission's zone (regardless of whether the sarvice is provided under the Midwest 1ISO
OATT or theInternationd Trangmisson OATT), no discrimingion is present. Midwest 1SO dates that
subject to Schedule 10, cogt savingsin the Midwest |SO's operations are avallable to dll of the
Midwest 1SO's customers due to the not-for profit nature of the Midwest 1SO and the Sructure of its
Schedule 10.

Commisson Resoonse

We will accept Internationd Transmisson's proposd to remburse Midwest |ISO for itsRTO
Savices through Schedule 10 of the Midwest ISO OATT; however, aswe have not made a
Oetermination regarding the Internationd Tranamisson OATT, Internationd Tranamisson should indude
such aprovison rdaing to reimbursement in asaection 205 filing of the pogt-independence Internationd
Trangmisson OATT.

4. Congegtion Management and L oss Responsibility

According to Internationa Transmisson, the ITC-MISO Agreement neither contemplates nor
authorizes Internationd Tranamisson to administer a congestion management plan; rather, Midwest
SO would perform congestion management in the Internationd Trangmisson Zone. Sections4.1.6
and 11.35 of the ITC-MISO Agreement provide that Midwest SO shdl perform congestion
management functions for transactions arigng under the Internationd Trangmisson OATT, conggent
with Attachment K of the Midwest ISO OATT and/or any other Commission gpproved congestion
management plan that may be administered by Midwes ISO. Internationd Transmisson notes thet
under the IRCA Seams Agreement, Midwest 1SO and Alliance RTO have committed to work together
toward a conggtent congestion management plan for the Alliance-M1SO Super-Region. In addition,
section 11.3.6 of the ITC-MISO Agresment would dlow Internationd Transmisson to unilaterdly file
a the Commisson, without Midwest 1SO gpprovd, amechaniam for determining loss responghility
within the Internationd Trangmisson Zone

Commisson Resoonse
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Wewill accept Internationd Transmission's proposd, pursuant to Section 4.1.6, that Midwest
ISO perform congestion management functions for the Internationa Transmisson system, pursuant to
Attachment K of the Midwes ISO OATT or any other Commission gpproved congestion management
plan that may be adminisered by Midwest 1SO. This proposd is conggtent with Midwest ISO's
overd| planto provide congestion management function for its region pursuant to Order No. 2000
requirements >

Wewill defer action on Internationd Trangmisson's proposd, pursuant to Section 11.3.6 of the
ITC-MISO Agresment, for the unilaterd right to file amechanism for determining loss responghility
withinitszone  More detal is needed with repect to this provison, induding an explanaion of how the
proposd is conggent with Order No. 2000 and other Commission actions.

5. Pardld Path How

Internationd Tranamisson dates that the ITC-MISO Agreement addresses the gnificant and
adverse impact that pardld path flows have on the Internationd Transmisson Sysem. Section 11.5 of
the ITC-MISO Agreament would grant Internationd Tranamisson the right to propose or otherwise
support flow-basad pricing methodologies and revenue digribution mechanisms thet conform to the
Midwest ISO Agreement, the Midwest 1ISO OATT and the settlement rates etablished for the
Alliance-Midwest ISO Super-Region. Under section 11 of the ITC-MISO Agreement, Midwest 1SO
agressto file by December 15, 2001, a proposa for addressng unscheduled flows over the Ontario-
Michigen Interface (which Internationd Transmission agrees to support), and trangmission scheduling
and priadng palidestha would interndize mog, if not dl, pardld path flows within Midwest [SO.
Internationd Tranamisson condudesthat it has established a rdationship with Midwest SO to resolve
the loop flow issue, and they have committed to firm deedlines for submitting proposdsto the
Commisson. Internaiond Trangmission dates that these commitments meat Order No. 2000's
requirements with respect to pardld peth flows. In addition, section 10.2 of the ITC-MISO
Agreement would dlow Internationd Trangmisson to impose and collect pendlties pursuant to a
Commission approved pardld path mitigation program. 1

Intervenors

CMTC and IEU-Ohio date that the Commission directed future petitionersto provide a
detailed description of both the coordination protocols and the system that will be used to correct
unacceptable pardld flovs. CMTC and |EU-Ohio contend that Internationa Transmission's proposa

90rder No. 2000 at 31,126.

190Any such pendlty should not cause an entity to be subjected to a pendty by both Midwest
ISO and Internationd Transmisson for the samevidlaion. ITC-MISO Agreemert, § 10.2.
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Is defident because it has not supplied the Appendix | informetion, required by the Commissonin
ComEd.

Commisson Response

The Commisson has gated thet aproposd filed pursuant to Appendix | should indude detailed
descriptions of coordination protocols and the system that will be used to correct loop flows % While
we bdieve that the pardld path mitigation program described in Applicant’ s proposd will provide
some of the detall envisoned by the Commission, the proposd for addressing unscheduled loop flows
that Midwest | SO has agreed to file on December 15, 2001 should provide the necessary detall thet
will dlow the Commission to determine whether Internationd Transmisson and Midwest ISO can
address unscheduled pardld flows. Therefore, we will defer judgment on the pardld path flow
function until thet time.

6. Andllay Savices

Saction 11.34 of the ITC-MISO Agreement provides that Midwest 1SO will be the provider
of lagt resort of dl such andllary sarvices under the Internationd Trangmisson OATT thet the
Commisson requiresto be offered, and which are required by Internationd Trangmisson to meat any
control areaobligations. Internationd Trangmission sates that Midwest 1SO would dso provide
andllary sarvicesfor any tranamisson sarvice under the Midwes 1SO OATT and the Internetiond
Trangmisson OATT. Internaiond Tranamisson further datesthet the ITC-MISO Agreement's
trestment of the obligation to provide andllary sarvices, as st forth in Appendix E, Section VI of the
Midwest 1SO Agreement, exceeds the ComEd standard for permissible ddegetion to an Appendix I-
compliant transco.1%2

Commisson Resoonse

We bdieve that the Midwes | SO effectivdy provides for this function for the region, pursuant
to the Midwest 1ISO OATT. Moreover, wefind that Applicant’s proposd to make the Midwest 1SO
responsible as the provider of last resort for dl andillary servicesis consistent with Order No. 2000203
Accordingly, we find that Applicant’ s proposed framework, with regard to ancllary sarvices, sdtidfies
this Appendix | function.

101comEd, 90 FERC at 61,622.

10| ternetiond Transmission dites to the Commission's satement in ComEd, 90 FERC a
61,622 that atransco could provide andllary sarvices, pending the submisson of adetalled filing.

1030rder No. 2000 at 31,140.
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7. OASIS

Internationd Transmisson Satestha under sections 6.1 and 6.2 of the ITC-MISO Agreamert,
Midwes 1SO would implement and maintain an Open Access Same-Time Information Sysem(s)
(OASS) or successor system(s) pursuant to the terms of the Midwest OATT for the Internationd
Trangmisson System and al other fadilities comprising the System on or before the Contral Date

Commisson Resoonse

We bdieve that the Midwest | SO effectively providesfor thisfunction. Moreover, wefind thet
Applicant’s proposd to make the Midwest 1S0 respongble for implementing and mantaining an
OASIS pursuant to the terms of the Midwest ISO OATT is conagtent with Order No. 2000's
recuirement that the RTO be the OASIS site administrator.1%*

8. TTCadATC

Under section 6 of the ITC-MISO Agreament, Midwes | SO would determine the available
tranamisson cagpadity (ATC) under the Midwest 1ISO OATT and the Internationd Trangmisson OATT
conggtent with Appendix E, Section I11 and Appendix B of the Midwest 1SO Agreement. Midwest
ISO' s determination would aso be based on deta provided by Internationa Tranamisson. In addition,
Midwest 1SO would review and gpprove requests for trangmisson sarvice, and for scheduling
tranamisson transactions over the Internationd System, congstent with Appendix E, Section 111 of the
Midwest 1SO Agreement

Commisson Resoonse

The Commisson has dated that under an I TC sructure, the Midwest 1SO would independently
cdculaetotd tranamisson cgpedity (TTC) and ATC in conaultation with any ITC operdting inits
territory. 1% We bdieve that the Midwest | SO effectively providesfor thisfunction. Moreover, we

1%40rder No. 2000 at 31,144.
195ComEd at 61,616; Appendix |, 7.3.
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find thet Applicant’s proposal to meke the Midwest SO responsble for this function is conggtent with
Order No. 2000.1%

9. Market Monitoring

Section 10 of the ITC-MISO agreement provides that Midwest 1SO would conduct market
monitoring for the Internationd Transmisson Zone in accordance with Artide 8 of the Midwest 1SO
Agresment, and would impose and collect pendties as provided for in the Midwest ISO Agreement
and the Midwest ISO OATT. Internationd Trangmisson daestha any of the Commisson's concans
in ComEd regarding the delegation of market monitoring dutiesto atransco'®” (e, ITC) are
ingpplicable here because the ITC-MISO Agresment neither proposes nor contemplates thet
Internationd Transmisson will operate or administer marketsin the future.

Commisson Response

Wewill acogpt this provison. Internationd Trangmisson will not operate or administer
markets, now or in the future rather, Midwest ISO will have full authority to monitor market activitiesin
the Internationa Transmisson zone. We address Midwest | SO proposad market monitoring planina
concurrent order in Docket No. RT01-87-000 & d. which finds Midwest 1SO's plan generdly stiffies
the Order No. 2000 requirements for this function, subject to certain additiond filings

10. Trananisson Aanning and Expangon

Sction 8 of the ITC-MISO Agreement would permit Internationd Trangmisson to planits
sysem in coordination with the Midwest 1S0O, to the same extent asif it were an Owner, pursuant to
Appendix B of the Midwest ISO Agreement. 1% In addition, based on Internationa Transmission's
future gatus as an indgpendent transmisson business, section 8.2 of the ITC-MISO Agreement would
give Internationd Trangmisson the right to propose to the Commission thet it be granted greater
discretion to plan the Internationa System than that possessed by Owners under the Midwest ISO
Agreament. Internationd Transmisson sseks Commission gpprovd of itsright to "meake aproposa to
exerdse gredter discretion regarding the planning of the Internationd System, in coordingtion with the

1060rder No. 2000 at 31,145.

1971n ComEEd, 90 FERC at 61,623, the Commission expressed concern that Appendix | did
not explicitly say thet the Midwest 1SO monitoring function will monitor markets operated or
adminigtered by the ITC, which the Commission sated potentidly created a gap in the market
monitoring of the ITC.

108| ternationa Transmission states that this provision imposes on Midwest 150 the same
obligations and responghilities to Internationdl Trangmisson asa“"member” as Midwes 1SO hasto
"Owners' with regard to planning under Appendix B of the Midwest 1SO Agreement.
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Midwest 1SO, and subject to gpprova by this Commission.®® Internationd Tranamission statesthat
Midwest 1SO would have the primary responghility and find decigon-making authority for regiond
trangmisson planning. Internationa Trangmisson aso agreesto use "commerdaly ressonadle efforts’
to condruct tranamisson fadilities as directed by Midwest 1SO, conagtent with Artidle Four, Section
|.C of the Midwest 1SO Agreament.

Intervenors

The Competitive Codition Sates that it is premature to address Internationa Trangmisson's
intent to engage, & some unspedified timein the future, in planning its transmission system, 11°

Commisson Resoonse

Internationd Transmission explansthat pursuant to Appendix B! of the Midwest 1SO
Agresment, it proposes to plan its sysem in coordination with Midwest 1SO to the same extent asiif it
were an Owner. Section 8.2, would provide for gregter planning discretion and authority to plan its
sysem. Internationd Transmisson intends for section 8.2, a Spedid Provison, to take effect after its
divediture to an unaffiliated entity. Pursuant to section 8.2, Internationd Trangmisson may submit to
the Commission atranamisson planning arangement amilar to thet proposed in RTO Wed or itsown
planning mood . 112

1%%Whileit currently does not have a spedific plan, Internationd Transmisson statesthet it may
submit atrangmisson planning arangement Smilar to that proposed in RTO Wed, 95 FERC at
61,341, or its own planning modd for Commission gpprova.

10The Competitive Codlition, CMTC and | EU-Ohio raise the same concern with respect to
generaor interconnection savices

LA ppendix B describes the process to be used by the Midwest 1SO in planning the
trangmission sysem.

112 RTO Weg, 95 FERC a 61,341.
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Although a detailed destription of Internationd Transmission's plan is not before us '3 wewill
provide guidance on the generd principles thet have been described in the gpplication. In ComEd and
RTO Wed, the Commisson indicated thet dud responsihility for certain functions reguired of an RTO
by Order No. 2000, induding transmisson planning and expansion, could be shared by trangmisson
entitiesin aregion aslong asthe plan is aufficdently detailed and provides darity aout the decisond
process for the Commission to evauate the proposd; however, the Commisson required more detalled
proposals!* In RTO West the Commission stated thet the planning and expansion proposd st forth
could resut in transmission and expangion thet, athough not inconsgtent with rdighility, may not treet
trangmission (wires) and non-wires (i.e., generation and perhaps demand-sde actions) solutions
objectivdy and neutrdly if RTO West does not consder least cost planning in its gpprova process.
The Commisson thus directed RTO West and the ITC in that procesding to further explain how they
would share the transmisson planning and expangon respongihility and how nonwires solutions will be
conddered in the decisonmaking process. We bdieve that Internationd Transmisson's proposa lacks
smiler detail. 1> Accordingly, wewill direct Internationd Transmission to provide these detailsin any
such plan when it isfiled with the Commission for gpprovad, pursuant to section 8.2, provided that
Internationd Transmission achieves indgpendence. At such time, we will o examine the extent of
Internationd Transmisson's "greeter discretion and authority,” as provided in section 8.2 However, with
regard to section 8.1, we will accept Internationd Transmisson's proposd, which would dlow it to plan
the Internationd Transmisson System in coordingtion with Midwest 1SO, conggtent with the provisons
in Appendix B of the Midwest 1SO Agreamett.

11. Genarator | nterconnection Sarvices

Internationd Tranamisson sates that maximizing generator interconnection with the
Internationd Transmisson Zoneis fundamentd to its busness srategy of operating an independent
gand-donetranamisson busness. It further dates thet the efficient interconnection of generators within
the Internationa Transmisson Zoneis ariticd to promaoting development of fluid generation marketsin
Michigan. Section 9 would give Internationd Trangmission the authority to propose generator
interconnection protocalsfor the Internetiond Transmisson Zone. Intermnationd Trangmisson assarts
that given its extensive experience, it could propose superior generaor interconnection service under
the Internationd Transmisson OATT than those services offered on aregion-wide basis by Midwest
ISO. According to Internationa Tranamisson, section 9 of the ITC-MISO Agreament would provide

113506 note 110.

14ComEd, 90 FERC a 61,624. Internationa Transmission proposed that the transoo would
develop aplan for condruction of trangmisson fadilities within the transco's territory, and where
Midwes 1SO's review would be limited to a"rdigbility review." Internationa Tranamisson dates thet
under thismodd, the transco's plan would become part of the Midwest 1SO's regiond plan.

11595 FERC at 61,341.
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Internationd Trangmission with the flexibility to propose to the Commisson a afuture date, sarvices
superior to those implemented in Midwest 1SO or Alliance-MISO Super Region. On or &fter the
Control Date, however, Internationa Trangmisson expects to abide by Midwest 1SO protocols until
the Commission gpproves any of Internationd Trangmission's proposals for generator interconnection
savice pratocols within the Internationd Transmisson Zone

Intervenors

CMTC and IEU-Ohio date that ageneraion interconnection agreement specific to
Internationd Trangmission, which would digplace the common interconnection agreement, would violate
the Sattlement Agreement and work againgt seamless market objectives for theregion. They assart that
Internationa Trangmisson is bound to honor the Sattlement Agreament, which they daterequiresa
common interconnection agreament to be available throughout the region served by the Midwes SO
and the Alliance RTO.1® They arguethat Internationdl Transmission's proposd thet it should have the
ability, in the future, to ddegate responghility for interconnection sandards aso conflicts with the
Sattlement Agreament and should not be goproved by the Commisson. The Compeitive Codition
daestha it is premature to address the merits of Internationd Tranamisson'sintent to engege a some
ungpecified time in the future, in providing generation interconnection sarvices it datesthat thisright is
contrary to the Commission's palicy initiative to adopt Sandard interconnection procedures and
agreaments. The Competitive Codlition requests that section 9 be modified to reguire Internationd
Transmisson to adopt the same interconnection procedures and agreement ultimately gpproved for
Midwest SO until the Commission gpproves the sandard generator interconnection procedures and
agreement in Docket No. RM(02-1-000.

Internationa Transmisson regponds that its proposad authority to develop and propose
generaor interconnection practices and protocols for Internationd Transmisson's zone does nat violae
the Alliance RTO and Midwest |SO's Settlement Agreament obligations to deve op common generator
interconnection protocols !’ Internationdl Transmission sates thet the ITC-MISO Agreement
provides that any such proposals would be subject to Commission goprovd, and further, that
customers have the option of the Super Regiond tariff (enabling them to pick the generator
interconnection service option from ether the Super Region or Internationd Trangmisson that most

16August 31 Trangmittd a 8 (citing Settlement Agreament & 7).

1 nternetiona Transmission ditesto Section 9 of the ITC-MISO Agreement as specifically
providing Internationd Transmisson with the flexihility to sesk Commission goprovd of generator
interconnection sarvices that are superior to those implemented for the Super Region.
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aopropriady suitstheir neads). Findly, Internationd Trangmisson dates that its success asa dand-
done transmission business depends on atracting merchant generator interconnections 8

Commisson Response

Wewill nat make adetermination on this agpect of Internationd Transmisson's proposd &t this
time pending the outcome of the Generic Proceeding on interconnection procedures (Docket No.
ERO01-3053)® and Internationd Transmission's divetiture to an as-yet-unidentified buyer. We note
that Midwest | SO filed Generator Interconnection Procedures and a sandard Interconnection
Agreement in Docket No. ER01-3053-000. Commission action was held in abeyance pending the
outcome of the Generic Procesding, which should resolve many, if not dl, of theissues presanted in
that proceeding.?° Upon condusion of the Generic Procesding, the generation interconnection
procedures contemplated by Internationa Trangmisson, and/or its successor, should be conagtent with
the outcome of that proceeding.

12. Open Architecture

Internationd Trangmisson datesthat the ITC-MISO Agreement is condsent with the RTO
open architecture requirement of Order No. 2000. Internationd Transmisson Sates that the Appendix
| concept furthers the goa's of open architecture because it accommodeates the specidized
characterigics of truly indegpendent transmisson companies, such as Internaiond Trangmisson. In
addition, Internationd Transmisson detes that the Appendix | feeture has dlowed Internationd
Transmisson to pursue a"revised corporate Srategy™ that 'reflects changes in fadility ownership.”
Internationd Trangmisson assarts that nothing in the Midwest 1SO Agreement or Midwest ISO OATT
would cause Midwest 1SO to otherwise fall the open architecture principle.

Commisson Resoonse

We conclude thet the proposd, filed pursuant to the Midwest ISO Agreement and the ITC-
MISO Agreement, provides a sound framework thet will encble the Midwest 1SO to expand
geogrgphicaly and merge with other marketsin the Midwest region. Moreover, our review of the
proposa has not identified any provisons that would discourage future growth. Therefore, we find thet
Internationd Trangmission's proposd is congstent with open architecture function and does nat limit
Midwest ISO's cgpahility to work with various market participants and Sakeholdersto ensure thet the

UBAngwver a 12.

119500 Standardizing Generator interconnection Agreements and Procedures, Advance Notice
of Proposed Rulemaking (Docket No. RM(02-1-000 (2001).

120Midwest Independent Transmission System Operator, Inc., 97 FERC 1 61,136 (2001).



Docket No. ER01-3000-000, et . a4

Midwest 1SO will continue to evolve with the changesin the dectric indusry as Order No. 2000
; 121
requires.

VI. Other Matters

Super-Reniond Rate Adjusment (SRA) Charge

Alliance Companies date that Internationd Transmisson'sfiling does not indicate whether its
rates for sarvice within the Internationa Transmisson Zone indude the gpplicable SRA charge. They
contend thet in order for Internaiond Trangmisson to fully comply with the Settlement, it must indude
the gpplicable SRA chargefor dl transactions under the Internationd Transmisson OATT. However,
in Docket No. ER01-123-005 ¢t d., Midwest 1SO seeks to sugpend the effective date of the SRA
charge pending thefiling of an Alliance open accesstaiff. Therefore, we will address Alliance
Companies concern in thet proceeding.

Waiver of Prior Natice Requirement

Wewill grant waiver of the 60-day prior notice requirement with repect to the ITC-MISO
Agresment and Supplementa Agreement, as discussed herein, to be effective on the date upon which
Midwest 1SO begins operation.

The Commisson Ordas

(A) Thelatefiled mationsto intervene are hereby granted and late-filed protests are hereby
granted for condderation, as discussad in the body of this order.

(B) Theanswersto comments and protestslised in the Appendix are hereby granted, as
discussed in the body of thisorder.

(©) The proposed trander of functiond contral of Internaiond Trangmisson's
juridictiond fadilitiesto Midwest 1SO is hereby gpproved, as discussed in the body of this order, and
Internationd Tranamisson and DTE Energy are hereby directed to file, within 30 days of the dete of
issuance of this order, supplementd informetion, as discussad in the body of this order.

(D) Internationa Transmisson'sI TC-MISO Agreament is hereby
acoepted for filing, as desgnated initsfiling, and as modified by the Supplementd Agreement and in the
body of thisorder, and Internationd Transmisson is hereby directed to provide additiond informetion,
as discussed in the body of this order.

210rder No. 2000 at 31,171.
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(B) Internationd Trangmisson's Supplementd Agreement is hereby acoepted
for filing, as desgnated in its upplementd filing, and as discussed in the body of thisorder.

By the Commisson. Commissoner Browndl concurred with a
Satement to be issued later.
(SEAL)

Linwood A. Wason, .,
Adting Secrdtary.
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Motionsto I ntervene, Notices of | ntervention, Comments and Protests
Docket No. ER01-3000-000, RT01-101-000, EC01-146-000

Alliance Cos

Alliant Energy Corporate Sarvices, Inc.

American Tranamisson Co,, LLC (ATCLLC)

Asodation of Busnesses Advocating Taiff Equdity (ABATE) ( ABTco, Inc,, aLousanaPadfic
Company; ATOFINA Chemicds, Inc.,; BASF Corp.; The Budd Co.; Cargill; DamlerChryder Corp.;
Eaton Corp.; Edward C. Levy Co.; Escanaba Peper; aMead Co.; Ford Mator Co.; Generd Motors
Corp.; Main MariettaMagnesa Spedidties, Inc.; Nationd Sted Corp.-Great Lakes Dividon;
Pharmacia& Upjohn Cal.; Quanex Corp.; and Stedcase, Inc.)

Cdpine Corporation

Codlition of Midwegt Tranamisson Cusomersand Indudrid Energy Usars-Ohio (CMTC and IEU-
Ohio)

The Competitive Cadition (NRG Cos,; Mirant Entities; Congdlation Cos; PSEG Cos) Consumers
Energy Co.

Dairyland Power Cooperdive

Duke Energy North America LLC

Dynegy Power Marketing, Inc.

Enron Power Marketing, Inc.

Gredt River Energy (Gredt River)

[llinois Commerce Commisson

Michigan Public Power Agency (MPPA)

Michigan Public Service Commisson (Michigan Commission)

Midwest Independent Transmisson Sysem Operator, Inc. (Midwes |SO)

Midwest Independent System Operator (ISO) Transmisson Owners

Mirant Americas Energy Marketing, LP., Mirant Siate Line Ventures, Inc., Mirant Neenah, LLC, and
Mirant Zedand, LLC (Mirant Parties)

Public Utilities Commisson of Ohio

SE Michigan Sygems (City of Craswell, Michigan; the City of Detrait, Michigan; the Village of
Sehawaing, Michigan; Thumb Electric Cooperative, and Nordic Energy, L.L.C))

Trans-Elect, Inc.

Wisconsn Electric Power Co.

Wiscongn Public Power, Inc.

Wolverine Power Supply Cooperdive, Inc.



